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A Keynesian dream, 
or a nightmare? 
Martin Wolf, Page 15 



Cracking cartels 
Brussels learns to track 
plots in cyberspace 
Inside the Market, Page 2 
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Mfamingsof computer chaos fterakj the 
i*8w miflennkBn: %v three special pages 
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examines how the world is preparing 



] WORLD NEWS 



Russians mourn 
murdered liberal 
Starovoitova 

Three former prime ministers and 
thousands of Russian citizens 
flocked to the Alexander Nevsky 
monastery in St Petersburg to 
pay their last respects to assas- 
sinated liberal perflamentarfan 
GaSna Starovoitova. President 
Boris Yeltsin remained in hospital 
with pneumonia. Europe, Page 2 

Reach argue over con^Uhn 
Divisions on European union 
among the right and left In 
France are being reopened by a 
■I parliamentary debate to alter the 
fcountr/s constitution to accom- 
modate the 1997 Amsterdam 
Treaty’s provisions on the -free 
movement of people. 

Europe, PageS 

Blow to todanesfan bankruptcy law 

Indonesia's Supreme Court 
rejected its first bankruptcy 
appeal this year, dealing another 
blow to a battered new bank- 
ruptcy law de si gned to prove to 
investors that Indonesian borrow- 
ers could be held accountable. 
Asia-Pacific, Page 6 

Islamabad efectricity negotiations 

Indian officiate are due to open 
talks In Islamabad on buying 
electricity from Pakfetei - a 
move being encouraged by for- 
eign donor countries as a step 
■ towards improving ties between 
the two. Asia-Pacific, Page 6 

fumniif pk" 00 ■****• 

me United Arab Emirates contin- 
ued a weapons buying spree by 
ordering missiles worth more - ■:» 
than $2bo to equip hfirage jets ft 
is buytng from Dassault of ' 
France. Trade, Pagetf 

irefia to reform drug patent laws 

India’s pharmaceutical Industry 
welcomed government plans to 
reform India’s patent laws, saying 
the move would speed up inte- 
gration with the industry world- 
wide. Trade, Page 9 

US consumer confidence returns 
US consumer confidence 
rebounded sharply as the econ- 
omy defied expectations of a 
slowdown and the stock marked 
surged back to new records. 

The Americas, Page 7 

Bqmtr baring CMna 

Downsizing has started to take a 
toH on expatriate executives in 
China, as foreign companies 
respond to cost pressures by 
sencSrrg expensive overseas staff 
home. Page 16 

Akb vines on the Increase 
The UN says 5.8m people world- 
wide have been infected with the 
Aids virus since last November, 
bringing the total to 33.4m - up 
10 per cent from a year earlier. 
Inte r n at io nal, Page 8 


TfludHne t r a dtafl «• — 
Australia has gatoad Its first auto- 
mated telephone broking sendee , 
one of few enabling direct share 
trading via a touch-tone tele- 
phone. Asia-Pacific, Page 6 

frag to replace 18 envoys 

Iraq's President Saddam Hussein 

ires ordered the repboementof 

18 Iraqi ambassadors. Induing 
the country's envoy to the UN. 


BUSINESS NEWS 


Deutsche Bank 
woos regulators on 
Bankers Trust bid 

Deutsche Bank, Germany's 
largest bank, has started courting 
US regulators and leaders of 
Jewish community groups to 
smooth the way for approval of 
3s proposed $9.7bn acquisition 
of Bankers Trust, America’s 
eighth largest bank. Companies 
and Markets, Page 17; Deut- 
sche may need to raise 
DMQbn, Page 19 

Canal Ptes, the French pay TV 
group, Is set to sign an agree- 
ment to sefl alO percent stake 
in Teiepiu, the Italian pay 7V 
group, to RAJ, the Italian stats 
broadcasting network. European 
companies. Page 20 

Cable and W ftriess , the UK’s 
second largest commtffucations 
group, has attacked the pro- 
posed affiance between British 
Telecommunications and AT&T of 
the US as it became dear that 
toe European Commission was 
set to open a fufl Investigation 
into the tie-up. Companies and 
Markets, Page 17 

GUM Finance, the Greek venture 
capital fund manager, has 
launched a closed-end fund to 
invest in metfiirm-stead compa- 
nies in eastern Europe and toe 
former Soviet Union. Interna- 
tional companies, Page 19 


2J3m Investors have 
booked shares Jn the FFrflObn 
(S105bn) secondary offering of 
France Telecom, p rom pti n g toe 
.government to-tocreftse toe offer- 
tog by 15m shares. European 
ooenpanteB, Page 20 

EM, toe music group, said poor 
tradtog conditions and a weak 
release schedule had triggered a 
10.7 per cent decline in interim 
profits to £68. 6m $115£m), UK 
companies. Page 23 


Piper, the largest US 
paper manufacturer, is buying 
Unton Canto, one of its competi- 
tors. in a $&6bn agreed deal. 
Companies and Markets, Page 
17; CanacBan gloom. Page 28 

Aria Padfic Resources 
International, the Singapore- 
based pulp and paper group, 
may seek to renegotiate the 
terms of a share swap with Fin- 
land’s UPM-Kymmane or make a 
rights issue to avert a delay to - 
their joint venture. Asia-Pacific 
com pa n ie s. Page 18 

A group of Brazilian and KaSan 
companies submitted toe only 
bid for a project to construct a 
controversial extension to the Rio 
de Janeiro underground system, 
expected to cost more than 
$800m. Americas, Page 22 

Toyo Trust, the Japanese bank, is 
to withdraw from overseas lend- 
ing by March 2001 as part of a 
broader restructuring. Asia- 
Pacific companies. Page 18 

World Equity Markets 
Ite WasMrente anti fett few more 
than 50 rated ma&aati&m 
Page 37 


WORLD MARKETS 
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tax shortfall 

Lower revenues and higher spending 
could push budget deficit to 1 0% of GDP 


By 


Tstt in Tokyo 


Japan could face a YUXOOObn 
<S82£bn) shortfall in central and 
local gov e r n ment taxes this year 
due to the economic slowdown, 
government officials have 
warned. 

This projected shortfall threat- 
ens to weaken still further the 
country's fiscal position, since 
Japan’s ruling Liberal Demo- 
cratic Party Is also planning to 
raise spending with a recently 
announced Y24,000bn stimulus 
package. 

Some government officials fear 
the mrnhhwtiim of higher public 
spending and lower tax revenues 
could push Japan's total budget 
deficit up to 10 per cent of gross 
domestic product next year, 
higher than any other co u n try in 
the Group of Seven leading 
industrialised nations. “The fis- 
cal s i t u a ti on is very serious,” one 
ntmlrtr official Balri. 

The projected tax shortfall has 
risen largely because the recent 
recession has damaged corporate 
profits and pushed down the 
level of corporate tax receipts, 
officials say. 

When tire central government 
initially drew up the fiscal 1998 
budget last year, it expected to 
receive Y58,500bn of tax reve- 
nues, compared with Y54,000bn 
in fiscal 1997. In June it reduced 
the yscgectioii for fiscal 1998 -to 
Y57,OOObn following the imple- 
mentation qf Y2,000bn in income 
tag cu ts. 

However, internal calculations 
at the Ministry of Finance sug- 
gest that revenues will now be 
under Y51,000bn because of a 
recent sharp decline in corporate 
tax revenues. Tax revenues last 
fell below Y51,000bn in fiscal 


1987. Meanwhile, local govern- 
ment tax revenues are projected 
to he TSS.OOObn, almost Y4jO0bn 

less than ori ginally expected. 

The government insists that 
the situation should improve 
next year if the economy picks 
up. However, the LDP has 
pledged to introduce Y7,000bn 
more income, corporate and resi- 
dential tax cuts for 1999- Same 
nffirials fear that woold lead to a 
fell in total tax revenues for fis- 
cal 1999 to well below YBO.OOObn. 

These calculations have trig- 
gered deep unease among some 
government officials, not least 
because Moody's, the US credit 
rating agency, has recently down- 
graded Japan’s sovereign debt 
due to its rising budget deficit 

Analysts warn that the short- 
fell could create new press ure s in 
the Japanese government bond 
(JGB) market as it will force the 
gfiv wnropnt to keep issuing more 
bonds, w iitiam Campbell, analyst 
at J.P. Morgan said- “There is a 
limit to how many more bonds 
the market can swallow.” 

In recent days, ministry offi- 
cials have indicated that they 
wifi raise their monthly sales of 
JGBs to private investors from 
the current Yl,400tm to Y2j000bn 
next January. 

The size of this increase has 
surprised many investors. They 
had initially assumed that the 
ministry's Trust Fund Bureau, 
rather than private investors, 
would buy mdst of the new 
bonds. However, the Trust Fund 
Bureau is becoming reluctant to 
buy bonds because of a looming 
cash squeeze. Band prices have 
fallen as a result The yield on 
the 10-year benchmark bond 
dosed at 0925 per cent yesterday, 
0.025 percentage paints up. 


Sweden expected 
to boost central 
bank independence 


By 6reg Mctar to StacfeMn 


Sweden’s parliament is today 
expected to approve a bill 
strengthening the independence 
of the central bank despite oppo- 
sition from eurosceptics and lef- 
tist parties dismayed at file loss 
of political control over monetary 
policy. 

The bill, if passed, would alter 
tire Rfiofoank’s cons tit utional sta- 
tus and, in effect, hand sole 
responsibility fra: monetary pol- 
icy to a committee of senior bank 
officials. 

Debate over the bill has driven 
a wedge between the minority 
Social Democratic party govern- 
ment and its Left party and 
Green allies, which oppose any 
reduction in political scrutiny 
over Mksbank a f fa ir s . 

It has also stirred dissent 
among the SDP”s Eurosceptic fac- 
tion. which accuses the govern- 
ment of preparing Sweden for 
monihw «hip af tiw European sin- 
gle cu rre n cy hy adopting euro- 
zone guidelines for central bank 
independence. 

That charge is rejected by min- 
isters. The government has 
remained studiously non-commit- 
tal cm joining the euro-zone, wary 
of substantial popular opp os i tion. 
Unlike the OK and Denmark, 
bowevs-, Sweden has no opt-out 
danse allowing it to stay out of 
the euro permanently. 

The Left and Green parties, 
which oppose deeper European 
in te gration, are expected to vote 
against the government. How- 
ever, fire MS is likely to pass 
with support from four opposi- 
tion parties. 

A senior Left party official 
comptained that under the new 


arrangement, the Riksbank 
would be controlled by underfed 
officials. This re p rese n ted “a 
gigantic transfer of power from 
parliament to a small power 
elite”. 

The Left said less political 
influence over monetary policy 
could result in the Riksbank pur- 
suing more aggressive anti-infla- 
tionary targets, which would 
jeopardise employment. 

The dispute coincided with the 
Rfksbank’s annanwamont yester- 
day of a A25 per cent cut in its 
key repo interest rate. It was fire 
yy-rqy jj such CUt this month and 

reflects weaker than expected 
inflationary pre s s ares. 

Under the bin, the Riksbank 
would have a new management 
structure, while the powers of 
the central bank gov ernor wonld 
be augmented. 

The ovisUng eight-member gov- 
erning board, comprised mainly 
of laymen ejected by parliament, 
and responsible for setting Swe- 
den’s monetary policy frame- 
work, would be abolished. 

A new board, also appointed by 
parliamen t, would have no influ- 
ence over monetary policy. Its 
only function would be to 
appoint a directorate of senior 
Riksbank officials to exercise 
monetary policy independently. 
The governor and other director- 
ate members could be removed 
from office only in exceptional 
circumstances. 

EjeD-Olof Feldt, chairman of 
the Riksbank’s board, said this 
was at odds with Swedish tradi- 
tions of transparency in public 
bodies. “It will be difficult to 
maiw {the Riksbank] account- 
able,'’ said Mr Fridt. who is to 
lose his job in the reshuffle. 
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Hright of jubteflon: PriMttohn crowds celebrating the opening of Gaza international airport at Dahanieh, merited by 
vtaSmg aircraft than Egypt Jordan, Morocco, the EU, Austria and Spain. Gaza's red capet, Page 8 AP 


EU-WIDE TRADE DISPUTE FEARED AFTER ROME'S EXTRADITION REFUSAL 


Turkey warned against 
boycott of Italian goods 


By Nefl Baddey n Brussels 
and Ralph Atkins in Bom 


The European Union yesterday 
warned Turke y it coul d face 
retaliation if it boycotted Italian 
goods in protest at Roma’s 
refusal “tir^extraldlte Abdtttlah 
Ocalan, the Kurdish guerrilla 
leader. 

As Jaogues Sarrter, European 
Commission president, called for 
"solidarity” with Italy, the clash 
between Ankara and Rome 
threatened to develop into a 
trade dispute involving all 15 EU 
members. 

It also threatened to open old 
wounds between the EU and Tur- 
key which has been pressing for 
equal treatment alongside 11 
other candidates far membership 
of file Union. 

Mr Santer’s comments marked 
the first EU intervention in the 
escalating row - other than a 


short weekend statement from 
Austria, holder of the Union’s 
rotating presidency - in support 
of Italy. 

Seated beside Massimo D’A- 
lema, on his first visit to Brussels 
as Italian prime minister, Mr 
S&tersjftll ahy dffidalboycbftof 
Italian goods would breach Tur- 
key’s customs and association 
agreements with the EU. 

His warning came after Turkey 
said it would cease cable broad- 
casts of two Italian state-run tele- 
vision channels, and Turk Tele- 
com, the state-owned utility, 
would halt ’business with Italian 
companies. Turkey's defence 
minister was earlier quoted as 
saying the country would exclude 
Italian companies from defence 
tenders. 

"If a boycott [of goods] were 
officially decided. . . or if there 
was a boycott by public compa- 
nies, it would he necessary to call 


for consultations (with Turkey] 
immediately." Mr Santer said. “H 
such consultations didn't achieve 
results, the [EU] could decide on 
retaliatory measures." 

Rome's court of appeal rejected 
Turkey's request for extradition 
of Mr Ocalan, the “Kurdish Work- 
ers' Party (PKK) leader, last Fri- 
day. Ankara, accuses Mr Ocalan 
of terrorism. 

Lamberto Dini, Italy's foreign 
minister, indicated this week that 
Mr Ocalan had been seized 
because of the arrest warrant 
issued by Germany. 

The Turkish permanent delega- 
tion to the EU in Brussels denied 
there was an “official" boycott. 
Consumer associations, trade 
groups, unions, politicians and 
academics had made statements 
criticising the Italian authorities 
but not the Italian people. 

Unfinished business, Page 2 
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POLITICIAN’S FUNERAL MOURNERS HEAR PLEA FOR UNITY 


Call for Russians to 
defend democracy 


Adviser sees weakened Yeltsin 


By John Thornhill in Moscow 


Three former prime 
ministers and thousands or 
ordinary citizens flocked to 
the Alexander Nevsky mon- 
astery in St Petersburg yes- 
terday to pay their last 
respects to Galina Starovo- 
itova. who was gunned down 
in the entrance to her home 

late on Friday night. 

In an emotionally charged 
memorial service. Mrs Staro- 
voitova’s family, friends, and 
political allies said the coun- 
try's democrats had reached 
a "moment of truth" and 

must unite to defend their 

fragile gains. 

"They killed her out of 
fear.” said Mrs Starovoito- 
va's son. Platon. "The killers 
and those who gave the 
orders might escape concrete 
investigations. But 1 believe 
they will not escape the 
anger of the jieople. Sooner 
or later, the people will 
crush them underfoot." 

Victor Chernomyrdin, the 
former prime minister, who 
attended the service along- 
side two other former pre- 
miers. Sergei Kiriyenko. and 
Yegor Gaidar, said: “These 


A top foreign policy adviser 
to Chancellor Gerhard 
SchrSder, of Germany said 
yesterday he believed 
Russia's ailing President 
Boris Yeltsin was only able 
to carry out his duties in a 
"highly limited" fashion. 

Gunter Verheugen, deputy 
foreign minister, said that 
during a visit to Moscow 

with Mr SchrSder fast week, 

he got the feeling Russian 
politics were dominated by 
the question of when the 
Yeltsin era would end. 


shots were fired at all of us.” 

The murder of Mrs Staro- 
voitova. one of Russia’s best- 
known female politicians 
and a dogged human rights 
campaigner, has caused 
much soul-searching among 
the fragmented democratic 
movement and prompted 
calls for a renewed effort for 
unity. 

Lev Ponomaryov, who was 
co-chairman of the Demo- 
cratic Russia movement 
alongside Mrs SLarovoitova, 


Mr Verheugen said he did 
not want to speculate on 
who or what would follow 
Mr Yeitsln, but said it 
seemed dear that Yevgeny 
Primakov, the premier, was 
running the government 

Mr Yeltsin has rejected 
allegations by opponents 
that he is unable to 
govern. 

The Kremlin announced on 
Monday that Mr Yeltsin, 67, 
had contracted pneumonia 
for the second time In less 
than two years. 


urged fellow democrats to 
forget their personal differ- 
ences and forge a united 
block to contest next year’s 
parliamentary elections. 

Anatoly Chubais, the for- 
mer deputy prime minister 
who masterminded Russia's 
privatisation programme, 
later said an announcement 
on the formation of a centre- 
right bloc was expected by 
the end of the week. 

In an interview with the 
Itar-Tass newsagency, Mr 



Ponomaryov said the demo- 
crats should conduct opinion 
polls to determine who were 
their most popular leaders 
and rally around to support 
them at the next, elections. 

"The death of Galina Sta- 
re voitova should not become 
a reason for division in soci- 
ety - the best memorial to 
her would be the uniting of 
all democratic forces," said 
Yuri Yarov. an aide to Presi- 
dent Boris Yeltsin. 

The police have not 


detained anyone in connec- 
tion with the murder but 
Russian newspapers have 
speculated about possible 
reasons for the attack. Many 
have concluded that a politi- 
cal motive was involved, 
either to stop Mrs Starovo- 
itova's democratic move- 
ment from making gains In 
forthcoming local elections 
in St Petersburg or to desta- 
bilise national politics. 

Several commentators 
have noted that the killers 


were well Informed about 
Mrs Starovoitova's travel 
plans and might even have 
bogged her telephone calls. 
Some have even speculated 
that rogue elements of the 
FSB. the internal security 
service, might have been 
involved. But Oleg Sysuyev, 
deputy head or the presiden- 
tial administration, urged 
mourners not to let their 
suspicions blind them to Mrs 
Starovoitova's personal 
example. 




Foreigners may 
sign Russian 

debt deal soon 


By Aitady Ostrovsky In InodSB 
and John ThomhiD in Moscow 


Foreign banks, could sign a 
restructuring deal on $ishn 
of frozen Russian domestic 
debt, known as GKOs, by the 
end of the month, sources 
close to the negotiations said 
yesterday. 

Under the terms of the 
proposal foreign banks, 
which have Invested about 
4l5bn in GKOs, will only be 
able to repatriate about 

$550m of their holdings. 

The $40bn GKO market 
was frozen on August 17 as 
part of an emergency pack- 
age of measures introduced 
by the Russian government. 

Russia will provide $50m a 
month and will conduct dol- 
lar auctions from February 
to December 1999. Those 
who decide not to take part 
In these auctions could put 
their money into special 
“transit” accounts where 
their rouble funds would 
have to "mature" for one 
year before other - still 
unspecified - mechanisms of 
repatriation were made 
available. Alternatively, for- 
eign hawks could use their 


money to buy more GKOs. 

Foreign bankers called the 
terms of the deal “cousflca- 
tory" but said it was better 
than nothing. “Everyone 
knows Russia can confiscate 
investors’ money, the ques- 
tion was whether they would 
chose to do so. Now. it looks 
like they will,” a banker 
close to negotiations said. 

Retreating from an earlier 
offer to pay investors 10 per 
cent in cash up front, the 
Russian government would 
now pay 3-3 per cent cash 
straightaway and another 
two instalments of 3.3 per 
cent each in March and 
June. 

Mikhail Zadornov, finance 
minister, vowed Russia 
would still honour all Its 
post-1992 external debt, 
inclndtng gubn of eurobond 
payments and repayment of 
loans from the International 
Monetary Fund and the 
World Bank. 

But he said Russia had 
already entered Into talks 
with the Paris Club and the 
London Club to reschedule 
the S9bn of repayments of 
Soviet-era debt which fall 
due next year. 


Enron says Germans 
block power market 


Turkey faced with a sense of unfinished business 


A reforming prime minister looks almost certain to be removed in 
a parliamentary censure motion today, writes Leyla Boulton 


By Andrew Taytor m London 
and Frederick Studemaim 
In Bonn 


Enron, the big US energy 
group, has complained to 
German competition authori- 
ties tbat it is being pre- 
vented from selling electric- 
ity in the country's newly 
liberalised power market. 

The complaint emphasises 
the problems faced by elec- 
tricity suppliers seeking to 
take advantage or a Euro- 
pean Union directive requir- 
ing member countries from 
February to open to competi- 
tion at least 25 per cent of 
national electricity supply 
markets. 

Enron has asked the fed- 
eral Cartel Office to investi- 
gate possible violations of 
national competition and 
energy laws by Elektroraark, 
which supplies power in 
North Rhine Westphalia. 

The US group says the 
German company is refusing 
it access to the local power 
distribution network which 
is owned by Elektrumark. 

As a result Enron says it 
has been unable to meet its 


contract to supply power to 
the municipal power com- 
pany of Ludenscheid. a town 
in the Sauerland region just 
south of the Ruhr industrial 
area. Ludenscheid Is cur- 
rently supplied by EHektro- 
mark. 

Elektromark said last 
night it was unable to allow 
Enron distribution rights 
because of technical prob- 
lems in the Ludenscheid 
area where there was a 
threat of overloading trans- 
formers. 

Enron said it had commis- 
sioned an independent study 
by Keraa Consulting, which 
found that while transmis- 
sion constraints might exist, 
these had not previously 
blocked supply. 

The US group claimed 
Elektromark bad sought to 
negotiate a “parallel electric- 
ity supply contract with 
Ludenscheid" while first 
delaying its response and 
then refusing Enron's 
request for transmission 
access. 

Mark Frevert. chief execu- 
tive of Enron Europe, said 
anti-competitive behaviour. 


including denial of transmis- 
sion access, 'is denying Ger- 
man energy customers the 
freedom to choose suppliers 
at competitive prices”. 

“As a result." said Mr 
Frevert. “German industry is 
being competitively disad- 
vantaged by higher energy 
costs and fewer options for 
managing their energy needs 
than companies in other 
European countries.” 

Elektromark said it had 
written to the federal cartel 
office to make clear its gen- 
eral commitment to “dis- 
crimination-free" transmis- 
sion. It said: "There are 
many cases where we can 
provide transmission ... It is 
just in the Enron case where 
we really have a technical 
problem." It said a commis- 
sion from the Technical Uni- 
versity of Aachen had found 
Elektromark would no lon- 
ger fulfil its legal duties of 
guaranteeing stable provi- 
sion of electricity if Enron 
was granted transmission 
access. Elektromark is 
owned by several local coun- 
cils in the western state of 
North Rhine Westphalia. 


I n less than a year and a 
half in office. Turkey's 
prime minister hac made 
deep inroads into his coun- 
try's chronic inflation prob- 
lem and introduced much- 
needed economic reforms, 
including a new tax law and 
the sale of Inefficient state 
enterprises. Mesut Yilmaz 
has also led the most com- 
prehensive crackdown ever 
on the country’s network of 
organised crime, arresting 
more mafia suspects than 
any of his predecessors. 

All of this has helped earn 
him considerable public sup- 
port and fed his hopes of re- 
election on a crime-busting 
ticket next April 
Yet today he is likely to be 
slung out of office by a cen- 
sure motion in parliament 
accusing him of corruption. 

"He’s leaving with every- 
thing uncompleted," said 
Elif Tekeli, a 24-year old stu- 
dent in the Turkish capital 
said yesterday. 

The fragile coalition led by 
the German-educated pre- 
mier’s right-of-centre 
Motherland party will 
almost certainly fall today. 
Members of parliament are 


expected to vote overwhelm- 
ingly in favour of the cen- 
sure motion, sponsored by 
Denlz Baykal, head of a 
small left-of-centre party on 
which the government relied 
for its survivaL The motion 
is backed by the Islamist 
Fazilet party which stands to 
win the biggest share of the 
votes in elections scheduled 
for April 18. 

Mr Baykal called for the 
government to resign earlier 
this month minutes after 
Korkmaz Yigit, a property 
developer, accnsed the prime 
minister of improper 
involvement in the $600m 
privatisation of Turk Ticaret 
Bank. The allegations are 
not specific and have not 
been investigated in any 
form. But the implication is 
that Mr Yilmaz personally 
encouraged Mr Yigit to 
acquire the bank and other 
assets and that, because Mr 
Yigit is accused of launder- 
ing money for a suspected 
mafia godfather, the prime 
minister is linked to organ- 
ised crime. 

Mr Yilmaz dismisses the 
allegations as “all lies” and 
is suing Mr Yigit and the 


media that published the 
allegations. Meanwhile, the 
sale of the bank has been 
frozen and Mr Yigit's busi- 
nesses have been ruined. 

That such vague allega- 
tions that have not been 
investigated should trigger a 
government crisis says much 
about the country’s unstable 
political environment. And it 
further damages the already 
low regard In which its poli- 
ticians are held. 

“I am angry with all of 
them," raged Hanife Eren, a 
75-year-old grandmother. “I 
wish God would give them 
some brains. They all know 
that nobody is going to win 
an election outright so why 
are they wasting our money 
by organising early elec- 
tions." 

Yet even an exasperated 
Ms Eren sees Mr Yilmaz. 
who has the solemn air of a 
western banker, as “a little 
better than most”. 

Many believe that he is 
guilty of poor judgment 
rather than dishonesty. “Yil- 
maz is not a thief. He comes 
from a rich fhmily so he does 
not need to steal," says one 
well connected Istanbul 


socialite. “But everybody 
makes mistakes.” 

His fatal error, as Sedat 
Ergln, a commentator for 
Hurriyet. Turkey’s biggest 
circulation dally newspaper 
put it. was to allow “the 
impression that government 
was surrounded by wheeler- 
dealers and corrupt per- 
sons". 

A western diplomat con- 
curred with the view that 
the prime minister should 
. not have become so involved 
in a privatisation deal, even 
with the best of motives (Mr 
Yilmaz's explanation indi- 
cates that he was trying to 
secure the highest possible 
price for a state asset). Priva- 
tisation in Turkey has 
always attracted allegations 
of corruption because of a 
perception that politicians 
and officials get kickbacks 
when deals are awarded. 

“He was a little unwise in 
behaving like a typical Turk- 
ish father figure to whom 
everybody comes and asks 
for help." said the diplomat 
“As the leader in Turkey, 
you feel great but you can 
get carried away and you are 
not used to very stringent 
western rules guiding gov- 
ernment behaviour in cases 
like that” 


As it happens Mr Yilmaz 
has always adopted a hands- 
off approach to the nomina- 
tion or managers of state- 
owned enterprises, which 
are usually treated as a rich 
source of patronage by Turk- 
ish politicians. 

Mr Yilmaz started his 
political career in 1983 when 
he was elected member of 
parliament for the Black Sea 
town of Rize, to which his 
Laz ancestors emigrated 
from the Caucasus in the 
Russian empire. 

Outside Turkey he is 
likely to be remembered for 
some emotional outbursts,, 
which at times of crisis hav£) 
reflected the mood of his 
people. He once accused Ger- 
many of seeking Nazi- style 
lebensraum in blocking Tur- 
key's application to join the 
European Union. More 
recently, he warned Italy it 
would have “blood on its 
hands" if it failed to extra- 
dite Abdullah Ocalan, leader 
of the Kurdish PKK guerrilla 
group. 

This very combination of 
coolness and emotion could 
go a long way to ensuring 
that, apart from the tradi- 
tional longevity of Turkish 
politicians, this would not be 
his last time in office. 


Worried EU cartel busters 


face up to the computer age 


In the first of a fortnightly series on how the Commission polices 
the single market, Emma Tucker looks at how the computer 
age has increased Brussels’ difficulties in cracking open cartels 


Inside 
the market 

When in June 1995 EU 
investigators raided the 
offices of ABB. the Swiss- 
Swedish engineering giant, 
on the suspicion it was run- 
ning a cartel, they found a 
set of tables with a note 
attached. It read: “To be 
destroyed - complete- 
ly ... EU case 

looks bad - be careful 


for Christ's sake.” 

The advice bad clearly not 
been heeded. The note, along 
with the tables showing on 
unlawful market-sharing 
system, joined the pile of evi- 
dence later used by the Com- 
mission to convict ABB. and 
nine other companies, 
of running a price-rigging 
cartel for pre-insulated 
pipes. They were hit with 
fines totalling Ecu92m 

In this case the European 
Commission, the policeman 
of the EU's single market. 
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had the perfect break. Its 
inspectors were able to 
packet Incriminating docu- 
ments and for ABB and the 
other companies, the game 
was largely up. 

-But nowadays dawn raids 
are less likely to yield such 
rich pickings. To the 
Immense concern of the 
Brussels investigative team, 
companies are wising up, 
both to Commission tactics 
and to the new communica- 
tions technologies now avail- 
able for hiding messages 
sent and agreements made. 
They are getting better at 
covering their tracks. 

The implications are seri- 
ous. "As European econo- 
mies become increasingly 
integrated, cartels pose a 
much greater danger to the 
single market. But 
at the same time they 

are getting harder to 
catch." says an anti-trust 
official. 

Most alar ming to the Com- 
mission is the way compa- 
nies are using electronic 
nail. 

This makes communica- 
tion swifter and easier and 
requires considerable com- 
puter expertise to detecL 
Executives do not have to 
meet to construct agree- 
ments (memos written on 
hotel notepaper used to crop 
up frequently in investiga- 
tions) and correspondence 
can be apparently deleted 
from easily accessible files at 
the press of a button. 

Now Brussels is to launch 
a counter-offensive. It is to 
reorganise its cartel investi- 
gators into a dedicated unit, 
equipped with computer 


experts who will know what 
to look for (and how) when 
swooping on the premises or 
a suspect company. 

It will be their job to out- 
wit companies, some of 
which have gone as for as 
running mock dawn raids 
with their lawyers - rehears- 
ing leaving Commission 
inspectors hanging around 
in reception just long 
enough to wipe computer 
screens clean. 

Such tactics are typical of 
what Brussels sees as the 
“laddish” behaviour of com- 
panies that think they can 
circumvent EU antitrust 
rules. The pre-insulated pipe 
cartel, of which ABB was the 
ring leader, continued break- 
ing the law for nine months 
after the Commission had 
carried away Incriminating 
documents. 

“There is a mentality in 
many Industries throughout 
the EU that price fixing is 
the way business has always 
been done here," says a US 
lawyer. 

Many believe this is 
because, unlike in the 
US. operating a cartel 
is not a criminal offence in 
the EU. 

The worst a wayward com- 
pany can expect is a hefty 
fine and that is a risk, some 
calculate, worth taking. In 
the US, by contrast, the 
threat of a jail sentence 
hangs over executives 
caught operating a cartel. 

Conscious of these limita- 
tions, the Co mmiss ion can 
only ratchet fines higher - 
something it has been doing 
steadily ever since It 
imposed an Ecu952.000 
(91.1m) fine on a 
group of quinine producers 
in 1969. 

This year it imposed a 
record fine of Ecu273m on 15 
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shipping lines that 
for years had fixed 
the prices they charged for 
services between North 
Europe and the US. 

The EcuTDm fine given to 
ABB was the third largest 
ever imposed by the Com- 
mission on a single com- 
pany. They could go higher 
still. Under EU rules, compa- 
nies can be fined up to 10 per 
cent of their turnover. 

As the Commission enters 
a new era of antitrust 
enforcement, its Inspectors 
look back longingly 
to the days when cartel bust- 
ing was a simpler business. 

One remembers spotting a 
bulge in a Norwegian busi- 
nessman's trousers and cor- 
rectly deducing that it was 
incriminating correspon- 
dence. But they are proud of 
their record and hope that, 
despite new technologies 
and the limi tations on their 
powers, they can still get 
their man 

“It’s a very subtle cartel 
that leaves no trace at all." 
says one seasoned official 

Inside the Market toil l 
appear every other Wednes- 
day. 


Czech banks 
likely to get 


capital 

By Robert Anderson in Prague 


The European Bank for 
I Reconstruction and Develop- 
ment and the International 
| Finance Corporation are 
planning to invest several 
hundred million dollars to 
boost the Czech govern- 
ment's banking privatisation 
programme. 

The rFC board has 
approved a potential $75m 
equity investment alongside 
a strategic investor in Ces- 
koslovenska Obchodni 
Banka (CSOBh the country’s 
fourth biggest bank. “We 
thought we would pick the 
one that was ready. We 
thought it would enhance 
the attractiveness of the 
CSOB deal and jump-start 
the whole process,” Vikas 
Thapar, 2FC special repre- 
sentative for Europe, said. 

After CSOB, the govern- 
ment has pledged to sen its 
45 per cent stake in Ceska 
Sporitelna, the main retail 
bank, and its 49 per cent 
shareholding in Komercnl 
Banka, the country's biggest 
bank, by the end of 2000. 

The EBRD has already 
bought an iia per cent stake 
in Ceska Sporitelna for 
K£L5bn ($83 m) in June and 
is likely to participate in a 
Kc5.7bn subordinated debt 
issue to bolster the bank’s 
capital adequacy after -its 
disastrous foray into Rus- 
sian securities. . 

The EBRD - winch before 
the Ceska Sporitelna pur- 
chase said it had EcuSOOm- 
Ecu300m ($233m-S350m) to 
spend on the Czech banking 
sector - is also considering 
investing in CSOB and 
Romercni. possibly- even 


boost 

before frill privatisation. “If 
additional capital is needed 
to make sure the capital ade- 
quacy is adequate we would 
certainly consider it," said 
David Hexter. EBRD deputy 
vice president. 

Yesterday Komercnl 
Banka said it had approved 
plans to issue up to Kc2bn of 
subordinated domestic debt 
to shore up its capital base. 

The EBRD and JEFC believe 
their offer of involvement 
should encourage other for- 
eign bidders. This is because 
the presence of international 
Institutions will add exper- 
tise and spread investor risk. 

Attracting bidders is parti- 
cularly important as the two 
big Czech banks, Ceska Spor- 
itelna and Komercnl, are 
straggling to make provi- 
sions for the one fifth of 
their loans on which no 
Interest has been paid for 
one year or more. 

The EBRD and ETC are 
focusing on the banks 
because they believe their 
long-delayed privatisation ' 
will not only strengthen the 
banking sector before 
European Union 
membership and avoid the 
danger of an Asian-style bad 
debt spiral, but wifi also help 
the restructuring of 
industry. 

State ownership of the 
banks, inexperience and 
close ties with industry are 
blamed for the lax credit 
policies which have delayed 
enterprise restructuring. 
When the severity of the bad 
loan problem was finally 
acknowledged this year, 
it led to a credit squeeze 
which has deepened the 
recession. 


Sale of 
Azeri 
bank 
ordered 

By Carkrtta Gail 
bi Baku 


The president of Azerbaijan, 
Heydar Aliyev, yesterday 
ordered the sale of most of 
the government's remaining 
51 per cent share of the 
country's largest hank, the 
International Bank of Azer- 
baijan (IB A). 

The move appears to be 
aimed at re-starting the stal- 
led privatisation process and 
is designed to fulfil Interna- 
tional Monetary Fund condi- 
tions for disbursement of the 
next tranche of a loan. 

The state will retain a 5 
per cent stake in the bank, 
while a 20 per cent stake is 
expected to be sold to the 
European Bank for Recon- 
struction and Development 
and the remaining 26 per 
cent at a cash auction. The 
other 49 per cent is already 
in private hands, though 
until now the IBA hag been 
run essentially as a state 
bank. Earlier this year the 
bank received a rating of 
BB+-, one notch below invest- 
ment grade, from Thomson 
BankWateh. 

The move will placate the 
IMF, which has made full 
IBA privatisation the main 
condition for disbursement 
of the next tranche of a 
?219m loan. The IMF hopes 
the sale will kick-start priva- 
tisation, which staffed before 
the country’s biggest compa- 
nies were sold off 

It is not clear how quickly 
the privatisation will pro- 
ceed, though Mr Aliyev has 
ordered the cabinet to lay 
out the conditions for for- 
eign investors within a 
month. Independent auditors 
will be called in to advise. 
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AL LIANCE STRATEG Y SCHARPING DE NIES B ONN I S AGAIN ST NATO DOCTRINE ALLOWING FIRST USE OF NUCLEAR WEAPONS 


Germany seeks to allay US Nato fears 


By Stephen Fitter 
in Washington 


Rudolf Scharping, 
Germany’s defence minister, 
sought yesterday to smooth 
over apparent differences 
with Washington over Nato 
policy, saying the new gov- 
ernment in Bonn believed 
nuclear forces played a fun- 
damental role In the alli- 
ance's strategy. 

Mr Scharping. on his first 
trip to Washington as minis- 
ter, has been embarrassed by 


remarks from Joschka 
Fischer, the foreign minister 
and a member of the Green 
party; that Germany wanted 
to discuss Nato's policy 
which allows the first use of 
nuclear weapons in a con- 
flict The remarks were con- 
tained in an interview with 
Der Spiegel magazine. 

The defen ce m inister yes- 
terday met W illiam Cohen, 
the US defence secretary. He 
said afterwards that there 
was “no intention to take 
unilateral decisions which 


have an impact on the secu- 
rity of the alliance. And . . . 
there's no Intention in my 
government to question any 
core element of Nato's strat- 
egy. including the factor that 
nuclear forces play a funda- 
mental political role." 

He distinguished between 
the long-term aim of the gov- 
ernment - to see an end to 
nuclear weapons - and 
Nato's immediate strategic 
aims. 

Mr Cohen said he had 
made it clear the US opposed 


any change in the policy 
towards No First Use. “We 
believe that the current doc- 
trine serves to preserve the 
peace and to enhance deter- 
rents. In particular, the alli- 
ance’s nuclear forces con- 
tinue to fulfil an essential 
role by ensuring uncertainty 
in the mind of any aggressor 
about the nature of the 
allies’ response to military 
aggression," be said. 

Mr Scharping said on Mon- 
day that German support for 
No First Use was “on a 


global level", such as in the 
United Nations. “What I 
want to make clear is this 
idea, on a global level, is in 
my view a sensible, fruitful 
political goal." But he went 
on to add; “The world is as it 
is, and we need deterrence 
and the capabilities of deter- 
rence within Nato In the 
future, too; absolutely 
clear,” 

He told a conference, 
organised by the Centre for 
Strategic and International 
Studies, that Germany 


favoured further enlarge- 
ment of Nato beyond Poland, 
the Czech Republic and Hun- 
gary which formally join 
next year, but not until their 
entry in tbe organisation 
had been digested. 

He said the German armed 
forces should be adapted to 
better fit with Nato's needs. 
“We need armed forces that 
are more flexible, highly 
mobile, sustainable and Tep- 
idly deployable . . . The over- 
all goal is to improve inter- 
operability within Nato." 


Keeping the peace in Kosovo 
i without favouring one side 

David Buchan reports from Dragobilje on the problems facing 
the taskforce which monitors ceasefire and pullback agreements 



Two Kosovo Liberation Army (KLA) fighters stand guard at a vfllago near Pristina Reuters 


“Can you please get your 
people to keep their uni- 
forms and guns away from 
the main road." says the 
jeans-clad American to the 
Albanian village headman as 
he climbs out of his orange 
Humvee armoured car. 

The American is part of 
tbe US Kosovo Diplomatic 
Observer Mission fUSK- 
DOM). which is about to be 
folded into the bigger inter- 
national taskforce created to 
monitor ceasefire and pull- 
back agreements negotiated 
last month by Richard Hol- 
Wbroobe, the US envoy, with 
“ President Slobodan Milos- 
evic of Yugoslavia. 

The American, who will 
not give his name because 
he is not supposed to talk to 
the press, is into force sepa- 
ration. His problem on this 
occasion was a Serb police 
patrol passing along the road 
from Malisevo, last sum- 
mer’s “capital" of the Kos- 
ovo Liberation Army (KLA) 
and Orahovac, scene of some 
of the worst fighting in the 
eight-month war. The Serbs 
complained they had spotted 
KLA down the track to Dra- 
gobUje. They warned that if 
the Americans did not use 
persuasion get the KLA to 
pull back, they would do so 
by other means. 

In foct, the KLA do not 


seem too bothered about 
Serbs entering Dragobilje, 
probably because two Serb 
policemen were recently kid- 
napped and executed there. 

At a muddy crossroads we 
get a briefing in broad day- 
light from the information 
officer of Brigade 122. He 
tells us to refer to him as 
“Journalist” because he used 
to work for Radio Pristina, 
but now in camouflage gear 
and KLA insignia he carries 
ammunition instead of a 
tape-recorder. “Journalist" 
claims Brigade 122 is back in 
control of 90 per cent of its 
zone, as three carloads of 
uniformed KLA pass during 
the next half-hour. 

But Humvee patrols or 
KLA control of the surround- 
ing area are not enough to 
persuade anyone to go back 
to Malisevo, where the only 
permanent residents are 
Serb police and scavenging 
dogs. 

A few Albanians return by 
day to pick through the 
remains of their bouses, but 
say that they would not 
dream of coming back to 
rebuild while the police 
remain. 

In theory, the Holbrooke 
agreement stipulates that 
the Serbs can only have a 
police post where it existed 
pre-war - which it did not in 


Malisevo. But the maw from 
OSKDOM says Malisevo is a 
“permitted" police post on 
his list, and a KLA attack 10 
days ago has probably 
reinforced the determination 
of the Malisevo police to 
stay. 

In trying to arrange local 
ceasefires and to keep the 
warring parties separate, 
there is a risk that interna- 
tional observers will be 
accused of taking sides, just 
as United Nations peace- 
keepers were in the Bosnian 
war. 

W illiam Walker acknowl- 
edges the risk. He is the US 
diplomat appointed to head 
the planned force of 2,000 
unarmed “verifiers", set up 
under the aegis of the 
Organisation for Security 
and Co-operation in Europe 
(OSCE) to subsume the pres- 
ent diplomatic observer 
groups and to “verify" the 
Holbrooke agreements. 
“Mediation is an inevitable 
part of what we are doing, 
but 1 recognise the dang er in 
it," he said in an interview 
at his Pristina base. 

“The last thing we want to 
project is taking sides. Milos- 
evic and his government say 
they don't understand the 
symmetry of our approach, 
because they say they are a 
legitimate government faced 


with terrorists. But we will 
stress the need for impartial- 
ity." 

So far, the OSCE has only 
got 300 observers in Kosovo, 
with the US, Britain and 
France the quickest to 
respond. If it does not get 
more men on the ground 
soon, it may not be able to 
check the violence suffi- 
ciently for negotiations 
being conducted by US medi- 
ator Chris Hill to succeed. 

Equally, however, if Mr 
Hill's mediation leads to a 
settlement, then this could 
take the OSCE down a slip- 
pery slope to international 
administration of Kosovo as 
in Bosnia. “We will extend 
our role to oversee not only 


elections, but also tbe agree- 
ment itself. If, for instance, 
we don’t find local policing 
to be what it should be, we 
will try to change the com- 
position of police forces to 
make them more ethnically- 
balanced," says Mr Walker. 
The OSCE’s legal reading of 
the Holbrooke agreement, 
renewable after one year at 
the request of either party, is 
that they cannot be thrown 
out of Kosovo against their 
will. 

But there is a vital differ- 
ence. In Bosnia, the adminis- 
trators have 35,000 Nato-led 
troops to back them. In Kos- 
ovo they would have none. 
Over the horizon in Macedo- 
nia a French-led “extraction 


force" is being assembled, 
ready to cross over and take 
the OSCE verifiers out of 
Kosovo if they hit trouble. 

This contingency force has 
annoyed Mr Milosevic who 
has protested to Mr Walker 
that use of this force would 
amount to an “armed inva- 
sion" of his country. He told 
the OSCE chief: “I am your 
insurance policy." The KLA 
makes similar assurances. In 
Dragobilje. “Journalist" says 
“if need be, we (the KLA) 
could be a kind of body- 
guard" for the OSCE. 

Despite the honeyed words 
the OSCE men on the 
ground still feel, as one of 
them put it, like “the meat 
in a pretty nasty sandwich”. 


French split 
reopens on 
sovereignty 


By Robert Graham in Paris 

Serious divisions over loss of 
sovereignty to the European 
Union among the right and 
left in France are being 
reopened by a parliamentary- 
debate to alter the country's 
constitution to accommodate 
the 1997 Amsterdam Treaty's 
provisions on the free move- 
ment of persons. 

The National Asserably 
and Senate are being asked 
to approve the constitutional 
change as a preliminary to 
ratifying the treaty. But this 
alteration involves surrender 
of sovereignty to Brussels on 
immigration matters, fron- 
tier controls aud visa regula- 
tions. 

The issue is so sensitive 
that the Socialist-led govern- 
ment of Lionel Jospin, the 
prime minister, has held 
back tbe debate until the 
last moment - leaving 
France in the rear of com- 
pleting the ratification pro- 
cess. 

The debate, which began 
yesterday, will require a 
vote by each house sepa- 
rately and a joint session in 
special congress with a clear 
majority. The passions 
roused are likely to spill 
over into European parlia- 
mentary elections in June 
next year. The issue could 
even complicate the chances 
of the moderate right field- 
ing a common list of candi- 
dates. 

Mr Jospin has to cope with 
the hostility of his Commu- 
nist allies to the Amsterdam 
Treat}' and the opposition of 
some leftwing Socialists as 
well as the Citizens' Move- 
ment led by Jean-Pierre 
Cbevenement. the interior 
minister. Among the opposi- 
tion. some notable barons in 
the GauQist RPR are com- 
mitted to vote against the 
change, while the part}- as a 
whole is ambivalent. This is 
in stark contrast with tbe 
position of. President Chirac, 
who founded the RPR and is 
firmly committed to wedding 
France closer to tbe EU. 

The ratification process is 


one of the few occasions In 
the IS months since Mr Jos- 
pin took office that he and 
Mr Chirac have found the 
need to make common 
cause. Both have a vested 
interest in a smooth and 
quick ratification against the 
backdrop of the January 
launch of the euro, the sin- 
gle currency. 

Tbe divisions an Europe 
were evident during the nar- 
rowly won referendum on 
the Maastricht Treaty in 
1992 and resurfaced earlier 
this year in the debate 
endorsing tbe euro. But this 
will be the final opportunity 
to challenge the surrender of 
French sovereignty and the 
diminishing role of the 
national parliament 

Mr Jospin can probably 
talk the Communists into 
abstaining and can accom- 
modate the hostility of a 
handful of Socialists and tbe 
eight Citizens’ Movement 
deputies. But to head off the 
dissidents on the right. Pres- 
ident Chirac has had to 
accept the RPR proposal that 
parliament extend its powers 
of monitoring EU laws and 
regulatious. 

• Reuters adds From Paris: 
France said yesterday it 
would oppose EU plans to 
open the freight market to 
competition the day after 
rail workers across Europe 
snarled train traffic and 
stranded passengers in a 
strike against tbe plan. Staff 
worked normally on Tues- 
day following the walkout in 
six countries, with only 
slight delays recorded in 
France. 

“In the interests of the rail 
workers ... the French gov- 
ernment will not give in to 
this plan," Claude Gayssot. 
transport minister, told the 
National Assembly. 

Monday’s strikes, which 
also hit Greece. Luxeum- 
bourg, Portugal, Spain and 
Belgium, were called in pro- 
test against a proposal by 
the European Commission to 
open 25 per cent of the rail 
freight market to competi- 
tion over the next 10 years. 
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Your multinational network is increasingly important 
to your global competitiveness, it is the main information 
artery of your business, canying everything from supply 
chain transactions to e-mail. So your choice affects the 
whole enterprise. 
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Tire ideal network maximizes your IT systems 
investment. Performance matches needs, traffic ts 
properly prioritised. Sen-ices are consistent and 
reliable, worldwide. Installation and support sendees 


are there where and when you need them. And if one 
organisation can handle it all, end to end. that would 
be perfect. 

Infonet is uniquely focused on providing global network 
solutions. Leading industry analysts recommend us 
over PTT-based alliances. The leading networking 
journal ranks us as a market leader. Why? Advanced 
services, stability and global reach. Benefits enjoyed 
by Allergan, Donna Karan, Nestld, Thomas Cook and 
25% of the world's top 1000 businesses. 


Rel ying.on.cn terprise.solutipns? 

Our global networking services have anticipated your 
changing needs for 2S years. Infonet introduced die first 
global IP network in 1991, before the term intranet 
existed. Today, we meet the demands of giobally- 
integrared enterprise applications from SAP. BAAN and 
PeopleSoft in addition to Lotus Notes™ and Microsoft 
Exchange™. We offer customised solutions built on 
advanced intranet extranet Internet and voice services, 
using the broadest range of technologies in our market 


All this is supported by Infonet in 59 countries with 
connections in over 1 80. We are there to develop your 
network plan, install your equipment and support it 
locally. So. for the best value in advanced networking 
from one stable global supplier, call Infonet. 
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Big date nerves for computer age 


The inability of some computers to recognise 
the new millennium is costing up to $2,000bn 
to fix and no one knows quite whether it will 
work. Paul Taylor reports on progress to date 
on the biggest threat to the electronic age 


■ No other issue related to 
computer systems, semi- 
conductors and software 
has caused so much anxiety - or 
cost so much to fix. 

Last month Gartner Group, the 
US-based information technology 
consultancy which first drew 
attention to the issue, estimated 
the cost of fixing the year 2000 
problem at $l.000bn to $2.000bn. 

The millennium computer date 
problem is both a trivial techni- 
cal issue, and one of the most 
serious threats faced by compa- 
nies. governments and other 
organisations dependent upon 
information technology. 

The year 2000 problem - often 
referred to as the Y2K issue in 
the US - has its origins in the 
1960s and 19705 when program- 
mers designing chips or writing 
software abbreviated the date by- 
leaving out the first two digits of 
the year to save costly memory 
and storage space. 

As a result many computer 
systems do not recognise 00 as 
2000. bnt as 1900 or an invalid 
date. Calculations involving 
dates beyond midnight on 
December 31 1999 will produce 
incorrect results. 


Although the problem has been 
mainly linked to mainframe 
machines and to the software 
that runs on them, any computer 
or electronic device is potentially 
vulnerable. That includes per- 
sonal computers, communica- 
tions networks, chips integrated 
into industrial control systems, 
consumer electronic devices, 
medical systems and safety 
equipment 

The failure rate of such 
“embedded systems" is expected 
to be very low. perhaps as low as 
1 to 3 per cent, but the sheer 
□umber of these hidden devices 
poses a real challenge - some 
estimates put the number of 
embedded chips in use today at 
more than 25bn. 

Meanwhile, billions of lines of 
computer software code, much of 
it written In-house, added to and 
patched together without proper 
documentation, need to be 
checked and the fixes tested. 

This has helped spur a boom in 
offshore computer services cen- 
tres such as in India where local 
companies have set up "software 
factories" to test and rewrite soft- 
ware code. It has also driven 
sales of replacement packaged 


software, particularly enterprise 
resource planning (ERP) software 
from companies such as Ger- 
many’s SAP. 

Even before 2000 arrives, fail- 
ures have begun to occur in 
systems which handle forecasting 
or calculations involving dates 
after the end of next year such as 
pension or mortgage systems, or 
credit card transactions with 
expiry dates in 2000 or later. 

"System failures due to year 
2000 have been occurring for 
some time." Lou Marcoccio of 
Gartner Group told a US Senate 
special committee on the year 
2000 technology problem last 
month. “They will increase in 
1999. reach their highest volumes 
during 2000, and drop off during 
2001. Few will continue past 
2003.” 

Even if one company or one 
country solves all its own prob- 
lems. the complex interdependen- 
cies between companies and 
countries mean that no one can 
be certain they are safe. 

Aside from doomsday scenarios 
concerning nuclear power plants, 
weapons systems and communi- 
cations infrastructure, quite ordi- 
nary failures could have dire con- 
sequences. For example, a. 
manufacturer may have ensured 
that all internal systems are year 
2000 compliant, but may still 
have to shut production down tf 
supplies of a vital component dry 
up or utilities fail. 

“Given the interdependence of 


economies and the potential for 
cross-border disruption, the prob- 
lem is not solely a national 
issue." noted a report by the 
Organisation for Economic 
Co-operation and Development. 

In fact, preparedness for the 
problem varies dramatically 
between countries and industries. 
In terms of country readiness 
there is a growing consensus that 
the US is weli ahead. 


The US and 
Canadian 
governments are 
more than 40 per 
cent ahead of any 
other government’ 


The latest Millennium Index 
prepared by Cap Gemini, the 
European computer services 
group, which tracks the pre- 
paredness of private and public 
organisations, suggests the UK in 
particular is beginning to slip. 

The index says the US': leads, 
followed in Europe by Finland, 
Norway, Denmark, Germany, 
Sweden, France. UK, Belgium. 
Netherlands, Italy and Spain. 

A similar exercise by the OECD 
ranked the US, Australia and 
Canada ahead of the pack, fol- 


lowed by the Netherlands. Bel- 
gium, Sweden, the UK. South 
Africa. Israel and Ireland. 

All these countries were ahead 
of Japan, Switzerland. Italy and 
Germany where attention has 
focused more on preparing for 
the introduction of the euro - a 
much more complex IT issue. The 
OECD suggested China. Thai- 
land. the Philippines and central 
Africa were 18-24 months behind 
with their year 2000 work. 

Sharp differences also emerge 
in terms of industry prepared- 
ness. In general, insurance, 
investment services, and banking 
are ah p-nri- Banking has a unique 
status, since small banks are lag- 
ging while large US banks are 
ahead of many other industries. 

The insurance industry began 
experiencing failures more than 
10 years ago and began compli- 
ance efforts early. Banks in the 
US began having failure prob- 
lems nearly 30 years ago, but did 
not begin compliance efforts 
untfl they were driven by regula- 
tion. Infrastructure utilities and 
emergency services are critical 
for sustaining business 
operations and well-being. 

In the US, Gartner predicts 
that general infrastructure, 
power, non-wireless telephones, 
and critical services will continue 
mostly uninterrupted, with 
potential for minor problems and 
inconveniences. However, most 
analysts continue to express con- 
cern that the health sector, edu- 


cation and many governments 
are lagging far behind. 

“The US and Canadian govern- 
ments are more than 40 per cent 
ahead of any other government 
in the world, but lag large, pri- 
vate industry in the US.” said 
Gartner in the Senate testimony. 
Even in the US, while most states 
have year 2000 projects, more 
than two thirds of US cities and 
towns do not. 

Elsewhere the picture in the 
public sector is even more bleak. 
As the OECD notes: “Concerns 
about the viability of government 
operations include the potential 
for loss or corruption of data and 
service delays or breakdowns in 
such areas as tax administration, 
customs, defence, emergency ser- 
vices. payroll, pension, social 
benefits and procurement 
systems among others.” 

Nevertheless, with just 400 
days until midnight on December 
31. 1999. there remains consider- 
able uncertainty. “IT the problem 
is effectively addressed, impacts 
on the world economy and popu- 
lations could turn out to be mini- 1 
mal," said the OECD. “If not, 
however, impacts in any particu- 
lar sector could have major and 
potentially critical Impacts on 
others.” 


Tomorrow 

Rest of the world lags 
behind the US 


MILLENNIUM 

fact file 
Your questions 
answered 

Q. HOW do f find out tf my 
home computer is year 
2000-compftant? Does It matter 
if it Isn't? 

A it may or may not matter, 
depending on the nature of the 
problem and how you use the 
PC. However, if the PC is used 
for essential work you will want 
to check. 

The first place to ask Is the .1 

manufacturer or supplier. Most 

large multinational computer 
companies have internet web 
sites which address this issue, 
and many of these sites offer 
year 2000 "patches" - small 
programmes that can be 
downloaded over the internet to 
fix problems within the computer 
hardware. 

There are also software 
packages available which claim 
to test and in some cases, fix 
PC hardware problems. 

Similarly, most big software 
developers including Microsoft 
have lists of which of their 
software is compliant and which 
not In the case of software 
which is not year 2000 ready, it 
may be necessary to run a patch 
programme or upgrade the 
software to a later version. { 

a Are aH PCs and software on 
safe now year 2000-compliant? 

A. Unfortunately not Most new 
PCs and software packages will 
be year 2000 compliant, but 
some machines and software on 
sale as recently as test year fail 
certain tests. 

Certainly It is worth checking 
with the manufacturer, retailer or 
supplier before purchasing 
equipment or software. 

Q. Why didn't they think about 
this when they programmed 
the computers? And when did 
they realise it was a problem? 

A. In the early days of 
commercial computers no one 
envisaged that programmes 
written perhaps 30 years ago 
would still be running at the end 
of the 20th century. sd 

It Is only in the last decade tha^ 
the problem was identified. Many 
IT. managers preferred to pretend 
it did not matter rather than 
undertake the thankless task of 
going to the board to ask for 
extra money to fix a problem 
which many non-IT executives 
considered IT departments 
created for themselves. 





Few blushes as 
Silicon Valley 
ponders profit 

US computer industry has fixed its own year 2000 
troubles and is wondering how much it will make 
out of other people's. Louise Kehoe reports 


US is the furthest ahead but least confident 

Progress to date CoaJMenai in n»ssfcn Bastaoss eaefluBy measarec 

Spend lo date as % ct Mal critical systems % of organisaBans adapting 

estimated spend (% ot organisations confident} m eas a es 
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Health and defence are 
biggest headaches in US 

Washington is taking the problem seriously and many federal departments 
have solutions in place. But there is concern over the $250bn a year 
health system and chips embedded in weaponry, reports Mark Suzman 
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B A1I the computers in the 
world have crashed. The 
US defence system has 
been crippled. No aircraft, trains 
or cars arc running. Electricity 
and communications systems 
have dosed down. 

This is the doomsday scenario 
painted in V2K: It's Already Too 
Late, by Jason Kelly. J former 
IBM technical writer. 

Fortunately, Mr Kelly's buak Is 
fiction anil most US computer 
industry executives, including 
those at his former employer, arc 
far more optimistic. 

Nonetheless, the title of the 
book reflects the general view in 
the US computer Industry- large 
businesses and organisations 
that have yet to begin finding 
and eliminating software glitches 
associated with the turn of the 
century have left it too 
late. 

Outsiders may see the year 
2000 problem as an embarrass- 
ment for the computer industry, 
yet there are few blushes among 
the high-technology companies 
that populate California’s Silicon 
Valley. 

Instead, much of the debate is 
over whether the infamous 
inability of many computers to 
read 2lst century dates is good, 
or bad. for business. For consul- 
tancies and programmers, it has 
been a boon, while for computer 
companies the problem is a 

mixed blessing. 

"It’s impossible to predict" how 
information technology spending 
would be influenced by the prob- 
lem. said Lew Platt, Hewlett- 
Packard chairman and chief exec- 
utive. There were several possi- 
ble scenarios, H-P said, ranging 
from increased purchases of com- 
puters to replace older machin es 
that are not year 2000 compliant 
to delays in hardware purchases 
as businesses concentrate 
spending on updating software. 


However. Silicon Volley compa- 
nies are not only sellers of infor- 
mation technology products. 
They arc also heavy users of IT 
and share in their customers' 
challenges of ensuring chat inter- 
nal systems remain reliable. 

Sun Microsystems is typical. 
The computer and software com- 
pany established a year 2000 
group in early 1996. initially 
focused on testing Sun's software 
products, the programme expan- 
ded to encompass efforts to 
ensure that internal systems 
were complaint. Elizabeth Cobo. 
a member or the Sun year 2000 
team, explained that although 

Another mistake was 
to think the problem 
would hit at the turn 
of the year, causing 
a quickly resolved 
short-term problem 


Sun itself uses the latest technol- 
ogy to run its business, the com- 
pany still needed to test all its 
systems. 

“It Is a myth that only older, 
mainframe computers have prob- 
lems.” she said. This common 
misconception arose because the 
financial services industry - with 
long-term loans and investments 
stretching into the next decade 
and beyond - discovered prob- 
lems earlier than most IT users, 
she explains. It so happens that 
financial institutions are heavy 
users or mainframe computers. 

In fact, said Ms Cobo, all types 
and generations of computer 
systems are susceptible to year 
2000 problems. As recently as a 
couple of years ago, programs 


How big is the problem in major western economies? 
Size of ntel year 2000 budget (as % ot one year's FT spend) 
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were being written that did not 
take account of the date change. 
“It just depends whether the pro- 
grammers were alert to the 
issue." 

Another mistake, said Ms 
Cobo. was to think that the prob- 
lem would hit at the turn of the 
year, causing a short-term prob- 
lem that would quickly be 
resolved. More likely, she 
suggested, was a gradual emer- 
gence of computer systems prob- 
lems beginning in the middle of 

1999. Many companies have fiscal 

years that do not correspond 
with the calendar year, she 
noted. A company that begins its 
fiscal 2000 in mid- 1999 may find 
out whether it has a problem in 
advance of the rest of the world. 
Alternatively, some businesses 

may discover year 2000 problems 

much later, when they run 
accounting programs, for exam- 
ple, for the first quarter or half of 

2000 . 

As for the extent of the prob- 
lem. the consensus in Silicon Val- 
ley is that most large US corpora- 
tions and government entitles 
have the issue in hand. Banks, in 
particular, are well prepared, as 
are most of the largest manufac- 
turing companies. Small and 
medium-size businesses are of 
greater concern. However, their 
relatively simple IT systems are 


typically more easily fixed, or 
replaced, than those of larger 
organisations. 

Outside the US, the picture is 
more mixed, according to Larry 
McArthur, president and chief 
executive at Ascent Logic, a con- 
sulting and software group that 
specialises is risk management. 
While about 85 per cent of large 
and medium-size businesses in 
the US are well on the way to 
fixing year 2000 problems, the 
number drops to about 60 per 
cent in the UK, Scandinavia and 
Belgium. In Germany, France. 
Spain and Italy only about 20 per 
cent of businesses have mitiga- 
tion efforts under way. 

Similarly, in Asia. Mr McAr- 
thur pats the Dumber of well pre- 
pared businesses at fewer than 20 
per cent. The economic effects of 
business interruptions in Japan 
and South Korea might prolong 
economic downturns in these 
countries, be predicted. 

The disaster areas could be 
eastern Europe, Russia and Latin 
America, where very little work 
has been done to update comput- 
ers, said Mr McArthur. Wide- 
spread disruption of business 
activities can be expected and 
companies with suppliers or cus- 
tomers in these regions may also 
suffer. 


■ Last month, shortly after 
concluding his budget 
negotiations with Republi- 
cans and minutes before heading 
off to the Wye River plantation to 
host the Middle East peace sum- 
mit, President Bill Clinton 
approved one of the few pieces of 
legislation to make it through a 
bitterly divided Congress this ses- 
sion; the Year 2000 Information 
and Readiness Disclosure Act. 

The fact that the bill's backers 
managed to push the law 
through when many other legis- 
lative proposals were left lan- 
guishing was testament to the 
seriousness with which the US 
government is now confronting 
the year 2000 problem. Given the 
fact that it is the world's largest 
single user of computers, the fed- 
eral government is particularly 
at risk. 

“The Y2K problem is an enor- 
mous challenge and we must 
meet it,” Mr Clinton said as he 
signed the bill into law. “Enact- 
ment of this legislation is a sig- 
nificant achievement toward 
allowing all of us to take a suc- 
cessful step into the new millen- 
nium." 

Reinforcing those sentiments, 
on the same day the White House 
launched a “National Y2K action 
week” of educational events 
designed to raise awareness 
about the scale and scope of the 
problem, particularly in the pub- 
lic sector. In addition, in a last 
minute budget deal the White 
House and Congress agreed to 
put aside extra money as part of 
an emergency spending packag e 
to help the US government meet 
the estimated S5.5bn costs of pre- 
paring its computer systems for 
the date change. 

The sudden flurry of activity in 
Washington marks a sharp turn- 
about from last year ago, when 
the problem was barely on the 
political agenda. But since then 
Stephen Horn, a California con- 
gressman, and Bob Bennett, a 
Utah senator, have led a success- 
ful congressional battle to per- 


suade both Mr Clinton and many 
of their more sceptical colleagues 
of the need for action. Mr Horn, 
chair of a special subcommittee 
on government management, has 
been releasing a regular set of 
“report cards” on steps taken by 
24 federal agencies in dealing 
with the problem. 

Nevertheless, there are worries 
that it is too little too late. The 
legislation is designed to make it 
easier for private companies to 
share information on how to 
combat the problem by exempt- 
ing them from liability if their 
proposed solution fells to work. 
But so far there is little evidence 
that companies have responded 
and time is running out 

Meanwhile, some government 
departments - most notably the 

Congress remains 
concerned that at 
least six agencies 
are unlikely to have 
mission-critical 
systems fixed in time 


social security administration, 
which administers welfare pay- 
ments - have performed well in 
preparing for the millennium. 
But Congress r emains concerned 
that at least six agencies, includ- 
ing the politically sensitive 
Transportation Department, 
which oversees the Federal Avia- 
tion Administration, are unlikely 
to have their mission-critical 
systems fixed in time. 

Partly in response. Mr Clinton 
has now officially desi gnate the 
year 2000 problem as a top policy 
priority. In addition to setting up 
the special Council on Year 2000 
Conversion to co-ordinate action 
across the government, he has 
required all cabinet secretaries to 
take direct action in their depart- 


ments and make regular reports 
to the White House. John Koski- 
nen. the council's chair, says that 
because of such moves tremen- 
dous progress has been maria anri 
he is optimistic that most US 
computers will be ready in 
time. 

Nevertheless, analysts re main 
concerned about a few areas, 
including the health and defence 
departments. The former pro- 
cesses around a billion transac- 
tions a year and is responsible 
for S220bn-$250bn of spending a 
year, while the latter has mil- 
lions of so-called “embedded 
chips” in weapons and machin- 
ery that may be at risk. An addi- 
tional concern is that just 
addressing federal computers 
alone will not be enough - atten- 
tion has to be paid to both state- 
level initiatives and the private 
sector. 

“We have begun to focus very 
carefully with federal agencies on 
the interfaces between their 
systems and the systems they 
relate to - because even if we get 
our systems to ran. the programs 
won’t operate." Mr Koskiuen 
admits. 

Exacerbating the problem is 
the feet that many of the govern- 
ment's technical personnel have 
been lured away by lucrative 
oners from the private sector. 
More than half the 24 federal 
agencies have reported worries 
about st affin g over the next 12 
months. 

But overall. US officials say 
that while much remains to be 
done, they are pleased with the 
progress that has been made.* Mr 
KosMnen now communicates reg- 
niarly with concerned members 
ofCongress such as Senator Ben- 

Sf* 1 JS? over 1116 next month 
the White House is planning a 
senes of initiatives with interna- 
tional partners dealing with the 
problem. 

JUS *** 5 t0 a *>usy year." 
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Indonesian bankruptcy law dealt fresh blow 


By Sander Thoenes In Jakarta 

Indonesia's Supreme Court 
yesterday rejected its first 
bankruptcy appeal this year, 
dealing another blow to a 
battered new bankruptcy 
law which was designed to 
prove to investors that Indo- 
nesian borrowers could be 
held accountable. 

The court rejected a hkh- 
proRle suit Hied by Ameri- 
can Express and other credi- 
tors against Ometraco. a 
financial services conglomer- 
ate, arguing that the plain- 


tiffs had failed to prove that 
a majority of creditors had 
called a default, as required 
in the syndicated loan agree- 
ment. American Express was 
the first foreign lender to 
test the new bankruptcy law, 
which took effect in August. 

The ruling was published 
just as the International 
Finance Corporation, the 
corporate lending arm of the 
World Bonk, added weight to 
these test cases by pleading 
for bankruptcy of Dhannala 
Agrifood. 

The failure to succeed in 


bankrupting companies tn 
Indonesia has become a sig- 
nificant deterrent to new 
lending since debtors started 
defaulting on much of the 
country’s ssobn in corporate 

debt last year. 

Indonesia toughened court 
deadlines and set up a new 
commercial court in Septem- 
ber to speed up procedures, 
part of its reform package 
agreed with the Interna- 
tional Monetary Fund. 

Only IT cases have been 
filed so far, however. Judges 
have declared only two 


direct bankruptcies and the 
three rejections have raised 
a storm of protests from law- 
yers. who accuse judges of 
failing to understand debt 

“Indonesia's credibility 
with international lenders 
mil drop even further," said 
Eddy Lubis, one of the law- 
yers for American Express 
Bank and nine other credi- 
tors. -I have other clients 
who want to file but they 
were all waiting for this 
case.” 

Some laywers observing 
the case said it may have 


failed because of poor argu- 
mentation but lawyers 
expressed outrage at last 
week's rejection by tbe com- 
mercial court of a bank- 
ruptcy claim against Pacific 
International Finance, 
owned by associates of for- 
mer president Suharto. The 
three judges ruled that tbe 
plaintiff, state-owned Bank 
Exlm, should apply to a reg- 
ular court instead, because 
Pacific had already trans- 
ferred some assets to its par- 
ent company. 

This is crazy,” said Fred- 


rich Yunadi. Bank Exlm's 
lawyer. “Whether they pay a 
third party or not has no 
bearing on their debt to 
Bank Exlm." 

“This is not a school exam- 
ple of how it should be 
done." said Jerry Hoff, who 
trained the Judges and is an 
adviser to the IMF. 

Much of tbe controversy 
over the cases so far con- 
cerns the nature of debt. 
Dhannala’s lawyer. Hotman 
Paris Hutapea. yesterday 
argued that derivatives were 
not debt and secured credi- 


tors could not sue for bank 
ruptcy. The commercial 
court earlier ruled that 
American Express was 
wrong to sue both for Ome- 
traco's debt and the loans it 
had guaranteed for its sub- 
sidiary. 

Mr Hutapea said the law 
was too vague. “In Indon- 
esia. when you have two dif- 
ferent opinions there is an 
opportunity for collusion.” 

There is nothing wrong 
with the law," Mr Hoff 
countered. “It's a matter of 
will to work with it." 


Japan hopes Jiang’s visit 
mark new phase in relations 

Michiyo Nakamoto and Stephen Fidler report on the background 
to the first official visit by a Chinese head of state to Tokyo 


T he arrival of China's 
President Jiang Zemin 
in Japan today is being 
awaited with n level of ner- 
vous expectation that makes 
President Bill Clinton's sto- 
pover last week seem like a 
holiday. 

It is not just that Mr 
Jiang's visit to celebrate the 
20th anniversary of a bilat- 
eral peace and friendship 
treaty is an historic one - 
the first official visit ever by 
a Chinese head of state to 
Japan. 

There is also tremendous 
hope in Japan that the visit 
will mark the beginning of a 
new. more positive chapter 
in a tortured relationship. 

But already the celebra 
tions have been marred by 
age-old tensions over Japan’s 
atrocities during the second 
world war. over Taiwan and 
over the US-Japan security 
alliance. New strains have 
also emerged in the wake of 
the Asian economic crisis. 

In spite of a 20-year-old 
treaty, their growing eco- 
nomic interdependence and 
a strategic interest in 
improving mutual under- 
standing. tbe relationship 
between China and Japan is 
perhaps tbe least developed 
among those with the great- 
est impact on Asia-Pacific 


security. Su Ge. professor at 
the Beijing Diplomatic insti- 
tute. the school for China's 
diplomats, describes China's 
relationship with Japan as 
“the least easy compared 
with other major powers”. A 
senior official in Japan's 
ministry of foreign affairs 
describes the relationship as 
“fraught". 

in an indication of how 
little progress has been 
made, the two governments 
were still wrangling yester- 
day over the wording of a 
joint declaration in which 
Japan would apologise for its 
invasion of China during the 
second world war. 

The strains have grown 
since tbe recent renegotia- 
tion between the US and 
Japan of their defence 
treaty. Under tbe new secu- 
rity guidelines. Japan can 
agree to help the US in a 
large number of areas, from 
providing supplies and medi- 
cal help to US forces to 
minesweeping and intelli- 
gence gathering. 

China has never liked tbe 
treaty. 

The existence of disputed 
territory claimed by both 
countries means the treaty 
could in theory be invoked 
to defend land which China 
claims. 


Specifically, the Chinese 
want assurances that the 
treaty's guidelines would not 
be invoked over Taiwan, 
which Beijing regards as a 
renegade province but which 
tbe US is strongly committed 
to defend. More fundamen- 
tally, China views itself as 
one of the treaty's principal 
targets. 

The problem has been 
made more acute by Japan's 
decision to begin research 
and development work into 
the possibility of obtaining a 
missile defence system. The 
decision was taken before 
North Korea launched a 
rocket over Japanese terri- 
tory in August which Japa- 
nese scientists believe was a 
missile test rather than a 
failed satellite launch. But 
that incident has strength- 
ened the view of some Japa- 
nese that there is a need for 
such protection. 

China does not like this. 
“What we don’t wish to see 
is that some countries. . . 
take measures that are detri- 
mental to peace and stability 
in the region, for insfanrg 
theatre missile defence.” 
says Wang Yingfan, China 's 
vice-minister for foreign 
affairs. “Some [in the US 
Congress] want to include 
Taiwan in the [missile 



Jiang Zerrau China and Japan have to prove they can work together in addressing rvot just bilateral matters but a&o broader Issues A P 


defence J system and if Japan 
also takes such a system, 
our region will be volatile.'' 

The bilateral relationship 
has come under renewed 
strain on the economic front 
as well. There is lasting 
resentment that Mr Jiang 
and Mr Clinton jointly critic- 
ised Japan after their sum- 
mit meeting in July for 
Tokyo’s failure to reflate the 
economy. 

A t the same time, China 
is the largest recipient 
of Japanese bilateral aid 
and Japan has been China's 
staunchest supporter in its 
bid to join the World Trade 
Organisation. Japanese 
investment in China 
amounted to Slillbn in fiscal 


1997, while total trade came 
to $83.6bn last year. 

Yet it is only with this 
visit that the two will 
declare their relationship a 
“partnership", a term most 
global powers including 
C hina have applied to rela- 
tions with other global pow- 
ers. notes Akira Ishii, profes- 
sor of international relations 
at Tokyo University. “Chi- 
nese leaders don't seem to 
think it is necessary to dis- 
cuss global issues with 
Japan,” he says. 

By contrast, China has 
found common ground with 
the US on regional issues 
that at the very least might 
be considered close to tbe 
hearts — and ce rtainl y the 
interests - of the Japanese, 


who have nonetheless been 
forced to watch from the 
sidelines. They include 
attempts to tensions in 
the south Asian subconti- 
nent after, nuclear tests, by 
Pakistan and India and four- 
party talks involving the US. 
China and the two Koreas 
aimed at resolving nuclear- 
related and other tensions 
on the Korean peninsula. ' 

A Japanese official said 
one consequence of Chinese 
concerns was positive: “We 
are having to engage in a 
real policy dialogue." As 
part of this. Japan has pro- 
posed a triangular partner- 
ship with tbe US and China 
on security issues. 

But it is a suggestion that 
does not find favour in Bei- 


jing, which sees itself as 
coming off worse in a three- 
way relationship with two 
allies. Chinese analysts say. 
Mr Wang says of China's 
relations with other coun- 
tries: “We never discuss as 
triangular.” 

Although Japan Is 
unlikely to satisfy its guest 
on most contentious issues. 
Mr Jiang's visit will at least 
go some way towards remov- 
ing mutual suspicions. 

But as Mr ishii notes, for 
the new partnership to have 
real substance, China and 
Japan will have to prove 
they can work together in 
addressing not just bilateral 
matters, but broader, 
regional, or even global 
issues as well. 


Pakistan ‘must meet’ tough tax revenue targets 


By Farttan Bokhari 
in Islamabad 

Pakistan's finance minister. 
Ishaq Dar, yesterday warned 
senior tax collection officials 
that achieving tough reve- 
nue collection targets this 
year was imperative to help 
stabilise the economy. 

He also promised to pro- 
tect tbe officials from politi- 
cal influences in their 


attempts to maximise the 
tax take. 

“The targets may look 
very high but every effort 
has to be made to achieve 
and exceed [them] as it is 
the call of the national econ- 
omy.” Mr Dar told senior tax 
officials of the Central Board 
of Revenue (CBR). the tax 
collection agency'. 

Mr Dar’s warning was 
delivered one day before the 


expected conclusion of an 
IMF mission's visit to Pakis- 
tan. 

Pakistan is currently nego- 
tiating a new loan package 
with the Fund which offi- 
cials say could bring about 
S500m-$600m in disburse- 
ments during the financial 
year to June. 

The loan is expected to 
become the cornerstone of 
an international package of 


loans and debt rescheduling 
from the Paris club and com- 
mercial hanks to stave off an 
impending default on the 
country’s foreign debt. 

The Fund is understood to 
have urged tbe country to 
pay special attention to tack- 
ling rampant tax evasion. 
Fewer than 1 per cent of 
Pakistan's population of 
about 140m pay income 
tax. 


Yesterday's meeting for 
the first time detailed the 
scale of tax evasion. A senior 
official from the CBR quoted 
In-house research suggesting 
that up to Rs200bn (84 bn) is 
evaded annually in unpaid 
custom duties on smuggled 
imports. That is more than 
half of this year’s entire tax 
collection target of Rs334bn 
understood to have been 
agreed with the Fund. 


Senior government offi- 
cials were cautious on Mr 
Dar's promise of protecting 
them from political influ- 
ence. 

CBR officials say they are 
often subjected to harsh 
treatment by politically pow- 
erful businessmen, who 
evade not only taxes but also 
prosecution from tax offi- 
cials. 

In one case, tax officials 


were beaten by a group of 
shopkeepers in Lahore ear- 
lier this year at an upper 
class shopping district, just 
minutes away from the fam- 
ily borne of the prime minis- 
ter. Nawaz Shartf. There 
were no immediate arrests. 
Officials say that the Inci- 
dent demoralised many staff 
members, who felt the gov- 
ernment was not committed 
to protecting them. 


Australia 
turns to 
touch-tone 
trading 

By Gwan Robinson b Sydney 
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Australia yesterday gained 
Its first automated telephone 
broking service, one of very 
few in the world that enable 
direct share trading via a 
touch-tone telephone. 

The service is intended to 
capitalise on record growth 
In stock ownership. Austra- 
lia last year became the sec- 
ond largest share-owning 
country. 

The automated discount 
service, PhoneTrader, was 
developed by HSBC-Austra- . 
lia to attract small investors 
who lacked access to lnter-4| 
net broking services antf^ 
wanted fast, low-cost trades. 

The Australian Stock 
Exchange (ASX) is among 
only a handful of stock mar- 
kets with technology 
enabling open interface with 
phone and computer 
systems. 

The country has experi- 
enced an unprecedented 
boom in stock ownership 
and discount broking ser- 
vices. driven largely by 
small and first-time inves- 
tors following a string of 
successful flotations includ- 
ing Telstra, AMP and most 
recently. Cable and Wireless 
Optus. The ASX last month 
became the first stock 
e xchang e to demutualise and 
list on its own boards. It saidgu 
yesterday that half-year™ 
profit would probably double 
from its pre-listing forecast 

About 41 per cent of Aus- 
tralians own shares directly 
or indirectly, up from about 
14 per cent in 1991, according 
to ASX. This compares with 
about 43 per cent in the US. 

HSBC estimated its dis- 
count phone broking service 
would capture about S per 
cent of Australian share 
trading volume, or an aver- 
age of about AS40m 
(USS25m) a day given daily 
market turnover of about 
A$750m-ASlbn. 

Retail investors account 
for about a fifth of total vol- 
ume on the Australian mar- 
ket. Richard Kimber. head of 
HSBC’s new service, pre- 
dicted further growth 
retail interest. “Non-ad™ 
sory equity brokerage is an 
expanding market, as mpre 
Australians seek to make 
their own investment deci- 
sions," he said. 

PhoneTrader allows cus- 
tomers direct trading 
through the ASX 24 hours a 
day. punching numbered 
codes into their phones for 
the companies they want to 
buy or sell. Trades are 
instant during normal trad- 
ing hours, and customers 
can also access real-time 
market and portfolio infor- 
mation. 
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CONTRACTS & TENDERS 





Advertising release 
for sale of shares by direct negotiation 



respective!} a number i<f 2M9IL38U -Jure, from the Trading Company SIDERCA SJL, CalarasL 


□ Registered Office: Calarasi. sir. Preluncirea Bucuresli, nr. 162. jud. Calarasi. 

□ Fiscal Cnde: R I •> | HWO. 


Registration no. at Commercial Register Office: J 51/8/1991. 
Issued stuck capital, according to the latest records 
at the Commercial Kecislcr Office: 6.U.072.075 thousand ROL. 
Turnover in 1997; 4'7.tiS2.%2 thousand ROL. 

Loss in 1997: ts.709.MiO thousand ROL 


Mam scope of activity: manufacturing and trading of continuously cast blooms, steel, laminate, cocks, c hemi cal 
sub-products, supply me and processing iron scrap, thermal and electric power. 


The share ownership structure at 25/09/1998 is as follows: 


D Sule nersbrp Fund 
J Finanual ImcMnioH Cwnpony Mudkuij 
J Share owners dirouph mass pnvadsnioo 
O Shares assigned to the manager 


9 l 
S5O40 
14*78 

oust 
0.001 


The Nominal value of each shore is 25.1 If* i ROL 

The selling offer price is of 25.000 ROLAhnre and tbe value for shares parcel put for sale is of 537J59J50M0Q ROL Tbe validity of 
tbe sale offer is ISO days from the date of this advertisement. 

Tbe Company's PRESENTATION RLE required fur subscription to tbe offer may be obtained at the State Ownership Fond, 
Marketing and Imesuxs Relations Division. Bucharest. 6 Suyropolcps Street, sector 3. daily between 8" and Iff" Ins. until one day before the 
deadline tor offers submission, inclusively, at a price of IOOXOOjOOO ROL payable in account no. 2SI 100980900224 opened at Romanian Bank 
for Development - Bucharest Branch iBRD-SMBi. 

Further information about the company's pmadsation may be offered by S-O-F.’s INTERNET SUE at the address wwwsoCra. oral the phone 
040-OI-3I4.62.SI. fas: 040-OI-.vlU.lb.9X Mr. Antoixiu Pompiliu Stanescu. 

In order to participate in the negotiations it is compulsory baying the PRESENTATION FILE. 


THE PRESENTATION FILE will be released on presentation of: 

□ a copy of the payment older for the presentation file: 
□ identify card tor passport for foreign citizens!; 

□ power of attorney from ine offering tradinc companv. 



AN 

payment date ... . 

180 days from bid submission date. 



no. 55/1998, article 27, stipulated in Section "C" of 

_ BUSINESS PLAN . in sealed envriopes^u rhe above nmukaed 

address, prior to 1 1“ of January, 1999. 10" brs. local time. The opening of the offers will take place in tire same day ( 1 r of 
Januars. 19991 al 12” bn local tunc in the presence of bidders. 


Islamabad, 
Delhi in 
power talks 

By Mark tficho&m in New DnM 


Indian officials are due today 
to open technical talks in 
Islamabad on the feasibility 
of buying electricity from 
Pakistan, a move being 
encouraged by foreign donor 
countries as a step towards 
improving ties between tbe 
south Aslan rivals. 

The technical discussions 
are the modest, first fruit of 
resumed bilateral talks fol- 
lowing nuclear tests last 
May and tbe attendant inter- 
national pressure to engage 
in direct discussions and 
cool tensions. 

A seven-member Indian 
team left Delhi last night for 
talks expected to focus on 
the technicalities of linking 
the two countries' power 
grids. A separate Indian 
team will visit Pakistan next 
week to discuss creating a 
direct bus service between 
Delhi and Lahore. Tbe bus 
link, which both sides have 
said could begin operating 
next month, would be tbe 
first direct land transport 
service between the neigh- 
bours. 

Both India and Pakistan 
acknowledge that these 
meetings of experts are the 
first hint of an institutional- 
ised dialogue tn more than a 
decade of faltering bilateral 
negotiations. 

Indian officials have wel- 
comed such lower-level con- 
tacts as “psychologically” 
important. However, Pakis- 
tan maintains the position 
that there can be little prog- 
ress in talks with Delhi until 
there is progress on the 
“core issue” of Jammu and 
Kashmir, twice a cause of 
war between the two coun- 
tries. High-level talks are 
due to resume in Delhi in 
February. 


Guangdong set to seek * 
investment bank advice 
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By Louise Lucas in Kong Kong 

Guangdong, China's 
wealthiest province, is set to 
hire Goldman Sachs to 
advise on a restructuring of 
its investment agencies. 

No official appointment 
has been made yet and it is 
understood that one other 
investment bank is also on 
GuaDgdoog's shortlist How- 
ever. Goldman Sachs, which 
co-sponsored China's biggest 
initial public offering, is 
seen as the frontrunner. 

The move to bring In 
investment bankers follows 
last month's closure of 
Guangdong International 
Trust and Investment Corp 
(Gitic), an investment arm of 
the provincial government, 
over Us inability to repay 


debts. Gitic's closure sent jit- 
ters through the investment 
community, prompting some 
banks to rein in lending. Tbe 
resulting credit squeeze has 
exacerbated the mainland 
entities’ problems. 

Guangdong is seeking to 
stop this by restructuring its 
main Hong Kong-based 
investment arm, Guangdong 
Enterprises, and its listed 
flagship, Guangdong Invest- 
ment. 

Wang Qishan, Guang- 
dong's recently appointed 
vice-governor, who is a for- 
mer investment banker, ini- 
tiated tbe overture to Gold- 
man Sachs. 

While other countries have 
made similar appointments 
- most notably Malaysia, 
which hired Salomon Smith 


Barney earlier this year - 
China’s relations with for- 
eign investment bankers are 
usually restricted to individ- 
ual privatisations, project 
financings or other deals. 

However. Mr Wang - who 
is regarded as a protege of 
Zhu Rongji. China's prime 
minister, baving served 
under him at China’s central 
bank - was chairman of 
China International Capital 
Corp before his appointment 
to Guangdong in April of 
this year. 

Guangdong entities listed 
in Hong Kong were among 
those tapping the stock mar- 
ket for cash earlier thin 
month, and Guangdong 
Investment said it planned 
to issue a USS27m convert- 
ible bond. 
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Union rights ‘elusive’ in 
much of Asia, says ILO 
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By Robert Taylor, 

Employment EtOor 

The right of workers to form 

trade unions without the 
■prior permission of the state 
remains “elusive” in much 
of east and south-east Asia, 
according , to the interna- 
tional Labour Office in a 
report from its committee on 
freedom of association. 

It reveals that only four 
out of the 12 countries in tbe 
region have signed the core 
ILO convention on freedom 
of association and protection 
of the right to organise. The 
report says that in Burma 
“ratification means little 
where democracy and the 
rule of law are denied". 

In Indonesia the ILO con- 
vention was ratified only in 


June “following years of sys- 
tematic repression”. Japan 
and the Philippines are the 
only two countries in the 
region where freedom of 
association has been satis- 
factorily upheld, it says. 

The ILO committee on 
freedom of association 
upholds a complaint against 
the Chinese government in 
Hong Kong, made by the 
Hong Kong Confederation of 
Trade Unions, which 
accused the authorities of 
violating labour laws 
from when Hong Kong was a 
British colony. It calls on the 
administration to repeal reg- 
ulations that restrict union 
office to people actually 
employed in the trade, indus- 
try or occupation of the 
union concerned. The report 


also requests the Chinese 
government to repeal restric- 
tions it has imposed on the 
use of union funds for politi- 
cal purposes. 

The ILO committee called 
for the release of 50 trade 
unionists in South Korea 
who were detained after this 
year’s May day rally, it said 
the Korean government 
should ensure, as promised, 
that teachers were allowed 
the right to organise as well 
as certain categories of dvil 
servants. The ILO insists the 
authorities should register 
toe Korean Confederation of 
Trade Unions. 

Criticisms about abuse of 
worker and union rights are 
also upheld against Cam- 
bodia. Indonesia, Burma and 
Malaysia. 
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US GROWTH IS REVISED UPWARDS 
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Rebound in 

consumer 

confidence 


By Gerard Baker 
in Washington 

US consumer confidence 
rebounded sharply this 
month as the economy 
defied expectations of a slow- 
down and the stock market 
surged back to new records, 
according to a closely 
watched monthly survey 
published yesterday. 

The Conference Board, a 
private sector research 
group, said its main index of 
^consumer confidence rose to 
'*126 in November, from 119,3 
in October, the first increase 
in four months. 

"Favourable economic con- 
ditions and confidence about 
the health of the economy 
over the next six months 
have lifted consumer 
spirits.” said Lynn Franco, 
associate director of the 
board's Consumer Research 
Centre. 

In a sign of the strong 
momentum of US growth in 
recent months, the Com- 
merce Department said 
that the overall economy 
grew at a faster pace in the 
three months to September 
than it had initially 
reported. 

Gross domestic product 
grew at an annual rate of 3.9 
x cent in the third quarter, 
up from the 3.3 per cent pre- 
viously reported. Stronger 
consumer spending and a 
slightly better trade perfor- 
mance were the reasons for 
the upward revision. 

The rate of growth acceler- 
ated from 1.8 per cent in the 
second quarter, largely as a 
result of a rapid increase in 
stockbuilding by companies. 


% 


which suggests growth may 
slow somewhat by the end of 

the year. 

In a separate sign that 
growth may in fact be decel- 
erating in the fourth quarter 
of 1998, the Commerce 
Department also reported 
yesterday that new orders 
for durable goods 
by a seasonally adjusted 
1.7 per cent in October, the 
first monthly decline 
May. 

A big increase in aircraft 
orders kept the decline from 
being much larger. Exclu- 
ding aircraft and parts, non- 
defence-related new orders 
for capital goods dropped by 
9.2 per cent, a powerful indi- 
catkrn of the weakness of tbs 
manufacturing sector. 

Nonetheless, the economy 
still seems on track for 
growth in 1998 of close to 4 
per cent — t>w» third mnnr*t 
rive year in which output 
has expanded by more than 
3 per cent, well above what 
economists have tradition- 
ally thought was the pace 
sustainable in the long- 
term without i gniting infla- 
tion. 

And yet inflation in the 
third quarter dwindled fur- 
ther, a cc o r^ting to flu hhil 
figures. 

The GDP price deflator - 
an index of the prices of 
goods produced within the 
US - edged up at an annual 
rate of just 0.8 per cent in 
the third quarter. 

Profits after tax declined 


1.8 per cent in the three 
months to September, and 
were 6.2 per cent lower than 
in the same period a year 
ago. 
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Nazi loot seen as a 
threat to art trade 

Confidence in the world art market wOi be undermined 
unless the international community can agree how to deal 
with property looted by the Nazis. thellS government 
warned yesterday. 

Stuart Ecenstat, US undersecretary of state, sakl the 
unresolved issue of art stolen from Holocaust victims 
threatened to restrict trade In fine at and block interna- 
tional exchanges of art between museums. 

Mr Eizenstat said the State Department was planning to 
set up an internet site to co-ordinate information to help 
identify disputed artworks and re-establish confidence in 
the international art world. 

His comments came ahead of the Washington confer- 
ence on Holocaust-era assets next week which wffl bring 
together 44 countries and 13 International organisations. 
The conference aims to build a consensus around how to 
deal with looted art, insurance and community property 
seized by the Nazis. Richard Wotffo, Washington 

CALL FROM LUGAR 


Russia f need$ N-arms help 1 

Richard Lugar. the Republican senator who has been an 
important architect of the policy under which the US pays 
Russia to dismantle its nuclear weapons, yesterday said 
the US should provide more financial help to reduce fur- 
ther the former Soviet nuclear arsenal. 

Speaking after returning from a rune-day tact-finding tnp 
to Russia and Ukraine, he said the US should also make 
financial contributions to improve security in the biologica l 
weapons area. “We must attempt to prevent proliferation 
and reduce the toss of trained biological scientists to 
rogue nations. But we must also Increase transparency m 
these [biological] facilities to enhance American matary 
protection and US =°dntar-temnsm«^ff*«, hj hU. 

He said white in Russia he had conducted the first meet- 
ing with the directors of 13 biological iretitutes there. 

“They communicated their current 

wanes and abandonment by Moscow, ami their hopes of 
Sg into co-operative r^tio^fO^ 

parts in the west." he said. Stephen FMer, Washington 

VENEZUELAN ELECTION 


* Chavez ahead in opinion polls 
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Argentine voters face choice between caution and change 


Winner of next Sunday’s poll to choose 
the opposition presidential candidate may 
well become president, says Ken Warn 


I t Is a race between an 
insider and an outsider - a 
man who has spent his 
working life at the heart of 
Argentina's byzantine poli- 
tics and a woman pulled into 
political activism by per- 
sonal tragedy. 

Argentines vote on Sun- 
day to choose a presidential 
candidate for the opposition 
Alliance, and polls show the 
winner could have & strong 
chance of becoming presi- 
dent in October 1999. 

The contest pits Fernando 
de la Rfia, the mayor of Bue- 
nos Aires and leader of the 
centrist Radical party, 
against c o ngressional deputy 
Graciela Fernandez Meijide, 
leading- vote- winner for the 
left-of-centre Frepaso. The 
Alliance, patched together 
from the two rival forces in 
August 1997. remains a mar- 
riage of convenience. Both 
candidates are members of 
its often-fractious five-strong 
leadership. 

The national primary, 
open to all voters except reg- 
istered members of other 
parties, is not just a battle 
between two distinct person- 
alities, but between two 
political cultures. 


Mr De la Rfis. widely 
known as Cftupete (a baby's 
dummy or soother) because 
of bis youthful start in 
national politics, enters the 
last lap of the primary race 
with a 5 to 7 point advantage 
in the opinion polls. 

There Is not much that is 
childlike about Mr De la 
Rua's campaign - he is 
openly running as a cautious 
manager who would spring 
few surprises. Since becom- 
ing the first elected mayor of 
Buenos Aires in 1996, he has 
sought to dean up the city's 
finances and put over-priced 
services out to competitive 
tender. 

Mrs FemAndez Meijide, by 
contrast, is running as a 
force for deeper change. A 
French teacher who entered 
politics after the disappear- 
ance of her son in the 1976-83 
military government’s “dirty 
war” against its ideological 
opponents, she has main- 
tained an invulnerable aura 
of personal integrity and 
developed a no-nonsense 
campaign style. 

Her resounding win in 
Buenos Aires province over 
the ruling Peronlst party in 
mid-term elections last Octo- 



Gradsta Fernandez Metpde pert) » running as a force for change 
whBe Fernando de la Rfa is unlikely to spring any surprises AP 


ber confirmed Mrs Fern- 
andez Meijjde as Frepaso’s 
chief vote-winner and a 
powerful advocate of its 
strong anti-corruption 
stance. 

Equality of opportunity 
and an end to social "exclu- 
sion” are the watchwords of 
her campaign, which, like 
her rival’s, is short on policy 
detail 

Both candidates have tbeir 
weaknesses. Even Mr De la 
Rua's most fervent admirers 
acknowledge he suffers from 
a “charisma deficit”. The 
more combative Mrs Fern- 
andez Meijide. while author- 
itative in person, can come 


across as tetchy and unfo- 
cused on television. Critics 
argue she has never actually 
run anything. 

Both wings of the Alliance 
have backed the key ele- 
ments of President Carlos 
.Menem’s economic policy, 
including the peso's 
one-to-one peg to the dollar. 
There will be no rowing 
back from privatisation. 

But Mr De la Rua is the 
candidate closest to the 
country's estahlishmenL Tbe 
fault lines between the two 
presidential hopefuls were 
exposed recently when Mr 
De la Rua appeared to anoint 
Ricardo Lopez Murphy, an 


economist at the private 
think-tank, FIEL. as his 
choice for economy minister 
in a future Alliance govern- 
ment. 

The orthodox economist 
was “even worse than’’ 
Roque Fernandez, the cur- 
rent economy minister, 
filmed Mrs Fernandez Mei- 
jide. Tbe mild-mannered Mr 
Fera&ndez remains a byword 
for uncaring capitalism in 
Frepaso circles. 

A win for Mr De la Rua on 
Sunday and next year would 
leave the country's tradi- 
tional political forces unchal- 
lenged, said political analyst 
Kosendo Frags. ’’But a win 
for Mrs Fernandez Meijide 
next year means a strong 
impulse for change.” 


W! 


i hile the Radicals and 
the ruling Peronists 
are historic foes, thev 
have developed a form of 
broad political consensus 
that has ensured guvemabil- 
ity since the return to 
democracy in 19S3. Mrs Fern- 
andez Meijide remains out- 
side that charmed circle. !T 
she were to become presi- 
dent, she would struggle to 
push her agenda through 
Congress, as the Peru ni Sts 
look likely to maintain con- 
trol of the Senate until at 
least 2001. 

A less than clear-cut result 


on Sunday could also put 
renewed strains on the Alli- 
ance. It remains on unstable 
compound between the Radi- 
cals. the century-old party of 
Argentina's middle class, 
and Frepaso. a coalition of 
left-of-centre forces which 
has little grass-roots struc- 
ture. 

The Radicals, with their 
well-oiled political machine, 
could also find it difficult to 
rally behind the relative 
newcomer, Mrs Fernandez 
Meijide. if independent vot- 
ers buck her candidacy in 
force. 

A fracture in tbe Alliance 
after Sunday would give new 
hope to the Peronists. lan- 
guishing in the opinion polls 
and not due to pick their 
candidate until April. Mr 
Menem is barred under the 
constitution from running 
fur a third consecutive term. 

But if the Alliance holds, 
the opposition would enter 
the presidential contest 
united, while Pcromsm has 
itself splintered with the 
defect lull of Domingo 
Cava lie. tiie former economy 
minister. This would be the 
exact reverse of the position 
in the 1995 race, said Mr 
Fragn. when Mr Menem, the 
quintessential insider, 
romped home to a second 
term in the middle of a steep 
recession. 
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Gaza’s red carpet to 
the outside world 


INTERNATIONAL 

U N REPORT SUB-SAHARAN AFRICA SEEN AS ‘GLOBAL EP I CENTRE OF AIDS EPIDEMIC' — — - 

HIV infects 6m people in a year 


in 



By Judy Dempsey in Gaza 

It was, as Yassir Arafat, kept 
repeating, an historic day. 

From eight in the morning 
until close to noon, the presi- 
dent of the Palestinian 
Authority yesterday walked 
several times along a red 
Carpet to the runway. 

Flanked on each side by a 
guard of honour, he wel- 
comed the first flights to 
Caza since 1948. 

After lengthy negotiations 
with Israel, Palestinians got 
their own, and so Ear. only 
exit to the outside world 
with the opening of Gaza 
International Airport, dedi- 
cated to Mr Arafat. 

It notched up another sym- 
bol of Palestinian statehood 
and sovereignty. 

Egypt- which provided 
more than a third or the 
S65m construction costs, was 
given the honour of landing 
the first aircraft - ending on 
absence of more than 50 
years when in June. 1948, an 
Egyptian aircraft was the 
last to touch down on Gaza 
territory. 

At set intervals, revealing 
a rare Palestinian organisa- 
tional skill, aircraft from 
Jordan. Morocco, the Euro- 
pean Union, which donated 
S38m. Austria and Spain.fol- 
lowed - ail landing on time. 

Each time an aircraft 
landed, the brass band 
strurk up. the invited 
crowds cheered and Mr Ara- 
fat led the dignitaries to the 
VIP lounge, magnificently 


decorated by Moroccan 
craftsmen provided by King 
Hassan. Verses from the 
Koran were engraved, on the 
ceiling. Tiles of blue and yel- 
low, red and green covered 
sections of the floor. 

“An historic day.” Mr Ara- 
fat told Miguel Angel Morati- 
□os, the European Union's 
envoy to the Middle East 
peace process. The EU had 
rented an aircraft from a pri- 
vate Israeli company - and 
flew from Israel's Ben 
Gurion airport even though 
Israel will not allow its own 
citizens to travel out of Gaza 
or allow Its national airline 
to land there. The departure 

board showed Gaza. Amster- 

dam. New York. 

Inside Gaza airport. Israeli 
security officials kept a low 
profile. Under the tenns of 
last Friday's protocol. Israel 
has the right to vet the pas- 
senger list, check passports, 
control the airspace. Its pres- 
ence might became more vis- 
ible once the airport 
becomes fully operational In 
the coining weeks. 

Outside the heavily 
guarded entrance to the air- 
port. Gazans quietly looked 
on. Some, bom in refugee 
camps, had never been in an 
airport, had never seen an 
aircraft land, had never 
bought an airline ticket. 1 

"For Gazans." explained 
Mohammed Khatib, a clerk., 
“the airport means more to] 
us than an Israeli troop pull- 
back from the West B ank. 
We were locked in Gaza. 


Assassination 
attempt fails to 
ruffle holy city 


By Roula Khaial in Karbala 

At the entrance to the shrine 
of the Imam Hussein in Kar- 
bala, more than 100km south 
of Baghdad, there was no 
trace yesterday of the week- 
end’s abortive attempt to kill 
taxi Ibrahim, one of the top 
figures in the Iraqi 
regime. 

Two days after the failed 
attack, Shia pilgrims, includ- 
ing crowds of Iranians, went 
to pray at the tomb of the 
grandson of the Prophet 
Mohammed. Stores across 
the street selling popcorn, 
cheap jewellery and plastic 
toys were open far 
business. 

In a country which is 
adept at portraying every 
blow as a kind of victory, the 
attempt on the life of Mr 
Saddam's deputy - the first 
confirmed attempt since the 
failed attack on Mr Saddam's 
son Uday in 1996 - was 
being played down. 

However, questioned by 
western journalists sur- 
rounded by government 
minders, the store owners 
just outside the shrine 
claimed they were not at 
work on Sunday, the day 
Karbala celebrated the birth 
of Imam Hussein. They 
insisted they had seen noth- 
ing and would not even 
admit to having heard about 
the attempt. 

Fadel Majoed, a retired 
teacher, was the exception. 
After twice repeating that 
"there was nothing, Saddam 
Hussein is very good, very 
good.” he gave an eyewit- 
ness account of how a lone 
young assassin with three 
grenades in his hands had 
thrown two of tbem at Mr 
Ibrahim as he stepped out of 
his car and prepared to enter 
the shrine. The assassin 
wounded three of the offi- 
cial's bodyguards and scores 
of civilians, be said, but was 
immediately gunned down 
by a “heroic “ policeman. 

The birthday celebration 
of Imam Hussein in the holy 
city is an event which every 
year brings a key official to 
the shrine to represent Mr 
Saddam. Mr Ibrahim, who 
did the honours on Sunday, 
is a 56-year-old military man 
and a Sunni Moslem bom In 
a town 25km south of Mr 
Saddam's birthplace in Tik- 
riL One of Mr Saddam’s clos- 
est advisers, be is charged 
with internal and Baath 
party affairs. 

Karbala has had a bloody 
history, which goes back to 
the 7th century battle known 
by the city’s name. 

But in Iraq's recent his- 
tory, the city is remembered 
as one of the centres of the 
1991 Shia uprising which fol- 
lowed the Gulf war. Iraq's 
Shia community, making up 
more than 50 per cent of the 
population, has not shared 
in the political power domi- 
nated by Sunnis from Tikrit. 
After the Gulf war, the Shias 
in the south and the Kurds 
in the north rose, wrongly 
believing their revolts would 


be backed by the allied coali- 
tion and that it would mid 
Mr Saddam's rule. 

The Iraqi government, 
which maintained the revolt 
was orchestrated and con- 
ducted by Iranian infiltra 
tors, put a forceful end to 
the riots in an offensive 
which erased a large part of 
Karbala. 

But that Is not an episode 
In history the locals like to 
discuss. Officials and sup- 
porters of the regime prefer 
to focus an the reconstruc- 
tion of Karbala. According to 
scholars, the souks were 
rebuilt in an Islamist-style 
architecture but one that no 
longer accentuated the city’s 
Persian influence. It was Mr 
Saddam, again, who donated 
the gold - as much as 500 
kilos - to recover the dam- 
aged dome and minarets of 
Imam Hussein's tomb. 

In a reception room by the 
courtyard of the shrine, 
Abdul Sahib Naser Nasrulla, 
the keeper, said the city has 
lived a peaceful existence 
since 1991. wrapped in 
the good graces of Mr 
Saddam. 

“The enemies of Iraq bet 
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on Karbala, thinking it 
would side with them, but 
this is not the case,” he said. 
“All of Karbala's women, 
children and chouyoukh 
(elderly) are with the 
leader.” Mr Nasrulla was 
greeting Mr Ibrahim when 
the grenades hit the crowd 
last Sunday. 

But he maintained the 
incident was so Insignificant 
that they had pursued their 
visit to the shrine, and then 
had taken a walk on the 
streets of Karbala. For him, 
the assassination attempt 
was part of the larger US 
conspiracy to destroy Iraq 
and Mr Saddam. 

The clergyman ended a 
meeting yesterday with a 
long diatribe of typical Iraqi 
defiance, and a message to 
Iraq’s enemies. 

“Thirty countries with all 
their might, their fleets, and 
star wars capabilities. . . 
could not shake or even 
scratch the government of 
Iraq," he said referring to 
the Gulf war. "Do you 
believe such a silly and triv- 
ial thing would change any- 
thing? Say I was Izzat Ibra- 
him and I had been killed, 
what difference would it 
have made?" 


with no freedom to travel to 
the West Bank, Jerusalem, 
Israel. The airport is our 
window to the world.” Pales- 
tinian security forces kept 
the curious onlookers well 
back, clearing the way for 
the dignitaries. With break- 
neck speed. Palestinian driv- 
ers and armed escorts drove 
them past orange groves and 
a Jewish settlement, with a 
brief stop at the new Gaza 
Industrial Estate. Finally, 
they stopped for lunch at the 
luxurious Seagull Tourist 
Resort, not far from Mr Ara- 
fat's offices in Gaza City. 

There, in a large (lining 
room, Mr Arafat, with Saf- 
wat Sharif, Egypt's informa- 
tion ministry on his left, and 
Prince Faisal, son of Jor- 
dan's King Hussein on his 
right, dined on stuffed vine 
leaves and soup, fish and 
lamb. No US or Israeli diplo- 
mats were present. 

The speeches, unusually, 
were short. Saeb Erekat. Pal- 
estinian chief negotiator, 
who earlier admitted he bad 
cried when the first aircraft 
landed, said a few words. 

"We are back. We never 
left.'' he said. “Today, we are 
closer to Jerusalem, our eter- 
nal capital and to becoming 
a Palestinian state." 
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By Clfo Cookson, Aduits^ndchlkfreB mwtyinfee 

Science Editor, in Loader) i-*- .V; 

Worth hwrfu' ' ' : -* * 

Almost 6m people have been ajar 9 

infected with HIV over the ■' 
past year, the United ,'.i 
Nations said yesterday in its , ‘A 

annual update on the Aids . . J 

epidemic. Half of the new , ‘-'..'.Vj-uBPi -' NuftmcisS 
infections are in the 15 to 24 maoto M 

age group, and two thirds 45,a * - _ .• wi 

are in Africa. ■; - 

According to UNAids, the j 

Joint UN programme on the '' 
disease, 2Am people died of -;V r - WZ 

Aids this year and the total 
number living with HIV rose -• . • 
to 33.4m. .. 

“Two decades into the 

Aids epidemic, we know “It needs to become as 
better than ever about easy to get hold of a condom 
prevention - how to in a poor country as a 
persuade people to protect Coca-Cola," Ms Short said, 
themselves, make sure they “If Coca-Cola can be 
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“It needs to become as 
easy to get hold of a condom 
in a poor country as a 


have the necessary skills 
and back-up, and remove 
social and economic barriers 
to effective prevention,” 
said Peter Plot, UNAids 
director. “Every one of these 
new HIV infections 
represents a prevention 
failure, our collective 
failure.” 

Dr not and Clare Short, 
the UK international 
development secretary, told 
a news conference In 
that greater availability of 
condoms was essential to 
prevent infection. 


everywhere throughout the 
poorest countries, then so 
can condoms.” 


deliver a message,” he said. 
“Quite simply, condoms are 
cool and using them is 
cooler. We want to make it 
trendy, hip and cool to use 
condoms." 

The UNAids report, 
released ahead of World Aids 


; V„’ - ‘ " and the virus "is clearly 

Adults and sslfiun beginning to Spread In 

[99S0toMosanatBS •; - e3 £ nes t through the vast 

populations of India and 

40 — — ; : ^ — china". 

In Europe and north 

30 — — ■ America new anti-HIV drug 

combinations - far too 

2J expensive for widespread use 

in developing countries - 
mm . . have cut the Aids death rate ' 
1ff sharply. The number dying 

_ in the US has fallen by 

two-thirds In two years. 

W*"? - But the rate of new HIV 

mm- : -Ct maWw . Infection in Europe and 

_ r infecflom : ' North America has renained 

T fairly constant at about 

75,000 per year over the pest 

century will have an average decade, as ’Pf” 5 * 31 

life expectancy of just over with risky behaviour - 
40 years; in the absence of unprotected sex &nd. 
Aids, they could have particularly in southern 
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century will have an average 
life expectancy of just over 


Her appeal was supported Day next Tuesday, shows 
by Bill Reedy, president of that sub-Saharan Africa is 


one of these MTV, the international 
infections music channel. Yesterday he 
prevention joined Ronaldo, the Brazilian 
collective football star, as a UNAids 


the “global epicentre of 
Aids”. The epidemic is 
spreading most rapidly in 


football star, as a UNAids the continent's southem- 
" ambassador" . most countries, where 20 to 


expected to live to 70. 

Yet there are bright spots, 
even in Africa. One is 
Uganda, which was hit hard 
earlier in the epidemic but is 
now showing signs of 
recovery through a vigorous 
prevention ^ w F'Fi- Th® 
proportion, of urban 
Ugandans in the 20-25 age 


Mr Roedy said he would 
spread the HTV prevention 
-message prominently in 
media aimed at young 
people, including MTV. 

"We try to use the 
influence of pop culture to 


most countries, where 20 to range with HIV has fallen 
26 per cent of adults are from 30 per cent to 10 per 


infected. 

In this region. Aids is “an 
urgent and massive threat to 
development,” the report 
says. Children bom in 
Botswana early In the next 


cent over the past five years. 
Dr Plot says. 

Asian infection rates are 
a tm far lower than in Africa 
but UNAids says more than 
7m Asians are HIV positive 


Europe, sharing needles for 
illegal drug injections. 

As a result, the number of m 
people living with HIV is *** 
increasing steadily. Aids 
Care Education & Training 
(ACET), a UK charity, says 
British deaths from the 
disease fell from 1.276 in 1992 
to 381 in 1997 and possibly as 
few as 250 this year, while 
the number infected 
increased from 12,000 to 
20,000. ACET estimates that 
by 2002 there will be 30,000 
people with HIV and their 
treatment will cost £300m 
(5500m) a year. 
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WORLD TRADE 






UAE in $2bn 
missile order 


RACE TO LEAD WTO MIKE MOORE HAS KEPT AN EYE ON THE TOP WORLD TRADE JOB FOR A LONG TIME 


New Zealand convert to free trade 
who recognises ‘liberalisation fatigue’ 


Mttt : Ntcfrral Moore 
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By Alexander Mcofl in London 
and David Owen In Parts 

T^The United Arab Emirates 
yesterday continued a weap- 
ons buying spree by ordering 
missiles worth more thaw 
S2bn to equip Mirage jets 
which it is buying from 
France’s Dassault 
Matra BAe Dynamics, a 
joint venture between Lagar- 
dfcre of France and British 
Aerospace, will supply Mica 

air-to-air missiles and Black 
Shaheen air-to-ground mis- 
siles as well as counter-mea- 
sures systems. The UAE is 
buying 30 Mirage 2000-9 air- 
craft and upgrading 33 
Mirage 2000-5S under a 
$3-2hn deal signed last week. 
Sale of the Black Shaheen. 
'-dphich Britain’s Royal Air 
Choree is buying under the 
name Storm Shadow, was 
approved in principle by the 
UK Ministry of Defence as 
not breaching the Missile 
Technology Control Regime. 

Meanwhile, the UAE is 
negotiating terms of the 
$6.8bn purchase of 80 F-16 
fighters from Lockheed Mar- 
tin of the US. Lockheed, 
whose aircraft were selected 
by Abu Dhabi in May, 
acknowledged yesterday that 
signature of the contract 


would slip into next year 
because of continuing dis- 
cussions over issues fa cfrid - 
lng pricing. 

Though Lockheed would 
not comment on it. the main 
bold-up is believed to be in 
negotiations between the US 
and UAE governments on 
whether the Pentagon is pre- 
pared to allow the UAE to 
have source codes for avion- 
ics software. Release of such 
sensitive data to a foreign 
government would be rare 
but not unprecedented. 

Yesterday's missile order 
is a significant boost for 
Matra BAe, with the future 
of the venture a key part of 
the discussions on restruct- 
uring the French and Euro- 
pean defence industries. 

Lagardfere’s defence inter- 
ests, including its SO per w»nt 
stake in the missiles ven- 
ture, are set soon to be 
merged with Aerospatiale, 
the state-owned French aero- 
space group. 

Since Aerospatiale also 
has missiles interests, the 
French deal raises a ques- 
tion about the future struc- 
ture of Matra BAe, with BAe 
thought likely to want to 
keep its 50 per cent stake in 
an enlarged Anglo-French 
missiles venture. 


Premier 
makes new 
oil find 

By Tbonrid Barker 


Premier OH, the exploration 
and production company, 
has Trw>rff> tts fourth discov- 
ery of the year in Indonesia, 
it announced yesterday. The 
size of the find, in the Pang- 
kah Block off the east coast 
of Java, will be assessed 
through appraisal work next 
year. 

Four tests were carried 
out, with a combined flow, 
on a restricted dioke, of 987 
barrels of oil and 20m cu ft 
of gas per day. 

The discovery is 7km off- 
shore and lokm from a pipe- 
line which already carries 
gas to a combined cycle 
power station at Gresflc. 

The company said the 
plant could have excess 
capacity and was therefore a 
potential customer for the 
gas. Premier’s partners in 
the Pangkah contract are 
Amerada H e* 8 * , Gulf Indon- 
esia Resources and Dana 
Petroleum. 

Charles Jamieson, chief 
executive of Premier, said 
that despite the low oil price, 
this had been Premier’s best 
drill year ever. The company 
has a1.cn maria flwric in Pakis- 
tan and Australia. 


Mike Moore has had his eye 
on the world's top trade job 
for a long time. A contender 
to chair the final stages of 
the Uruguay Round in the 
early i99Gs, he also thought 
hard about entering the race 
four years ago to become the 
World Trade Organisation's 
first director-general. 

Ibis time, he was off and 
running even before the 
starter's gun was fired. The 
New Zealand politician, who 
was briefly prime minister 
before losing the 1990 elec- 
tion, has been pounding the 
world for months canvassing 
support Tve been on the 
road so much, my citizen- 
ship Is in danger," he says. 

Once a leftwinger, Mr 
Moore, 49, is a passionate 
convert to free trade. Be 
believes the WTO’s role in 
opening markets and enforc- 
ing fair multilateral rules is 
crucial to restoring global 
economic growth and stabil- 
ity. 

But he is also a realist He 
recognises that much of the 
world is suffering from "lib- 
eralisation fatigue”, and that 
the WTO risks being victim- 


ised by a popular backlash 
against globalisation and its 
perceived threat to sover- 
eignty. 

His first priority in the job 
would be to build momen- 
tum for further liberalisation 
by strengthening confidence 
in the multilateral, system 
among developing countries, 
which comprise most of the 
WTO’s members. 

One way would be to hold 
industrialised economies to 
existing commitments to 
open their markets. Another 
would be to give poorer 
members the resources and 
expertise needed to contrib- 
ute to policy-making and to 
challenge violations of trade 
rules in WTO disputes pan- 
els. 

“This isn’t a technical 
argument, it’s an efficiency 
argument I tell bigger WTO 
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members that if we want to 
make progress, we want to 
arm those guys," he says. 
"We have got to do some- 
thing for efficiency, as weD 
as for justice.” Although the 
WTO’s secretariat tries to 
help out, its resources are 
severely limited. 

He is cautious about the 
chances of getting the 
WTO’s notoriously tight- 
fisted members to provide 
more money. But be thinks 
the gap could be partly filled 
by coopting assistance and 
resources from such bodies 
as the World Bank and the 
Organisation, for Economic 
Co-operation and Develop- 
ment 

He hopes closer co-opera- 
tion with other institutions, 
such as the International 
Labour Organisation, could 
also help defuse such contro- 


versial questions as how 
trade policy should relate to 
core labour standards and 
environmental regulation. 

Nonetheless, Mr Moore 
believes that if there is to be 
another comprehensive 
trade round, those issues 
will have to be discussed in 
the WTO, because domestic 
pressures in North America 
and western Europe will 
force them on to the 
agenda. 

He thinks the answer is to 
engage more effectively with 
“green” and “blue” lobby 
groups - a lesson high- 
lighted by their recent angry 
protests at OECD negotia- 
tions on a Multilateral 
Agreement on Investment. 
"Hie MAI was a wake-up 
call - this is how not to do 
things," Mr Moore says. 

But he recognises that the 
WTO must also tread a fine 
line between encouraging 
more dialogue and transpar- 
ency, and inviting into its 
midst pressure groups that 
would jeopardise its func- 
tioning as a government-to- 
govemment body. 

His other big concern is 
enlarging the WTO’s mem- 
bership. "This isn’t a global 


organisation yet. You cant 
run a global economy with 
two thirds of the world sit- 
ting outside it,” he says, 
adding that he would be 
"desperately proud” to over- 
see the admission of coun- 
tries such as china and Rus- 
sia. 

But he is equally adamant 
that they must enter on the 
right terms: "Saying *1 want 
the Nobel peace prize, I've 
goL the big story here. I can 
stitch up the whole thing by 
the end of the year', would 
do nobody any favours." 

A similar blend of idealism 
and realism colours his 
approach to the rest of the 
WTO job. “What do I want? I 
want a trade round that is 
broad, that helps poorer 
countries, that gives stimu- 
lus to wealthier countries, 
that fends off the possibility 
of protectionism. 

"I want to end up with a 
truly global institution with 
a set of rules. But I don’t 
want those ambitions to get 
in the way of what is right.” 

This is the third in a series 
profiling candidates to suc- 
ceed Rena to Ruggiero as 
Vt'TO director general. 



Travel, they used to say, 
frees the mind. 

It still can. So relax. 
Think your thoughts. 
And leave everything eJ 
Swissair. We care. 


Indian drugs 
companies hail 
patents plans 


to us. 


By Krishna Guta hi Bombay 


India’s pharmaceutical 
industry yesterday wel- 
comed government plans to 
reform India's patent laws, 
saying the move would 
speed up integration with 
the industry worldwide. 

At a cabinet meeting late 
on Monday, the government 
agreed to bring in legislation 
introducing five-year exclu- 
sive marketing rights for 
products patented after 1995, 
effective from 2000. The leg- 
islation - which will go 
before India’s parliament in 
the winter session - will 
also set up a mailbox system 
of registering these rights. 

It marks a new effort to 
fulfil India's commitments 
under an agreement with the 
World Trade Organisation to 
phase in product patents 
over a 10-year period to 2005. 

The WTO recently ruled 
that the agreement obliged 
tnitin to pass legislation on 
exclusive marketing rights 
a n d the m ai lbo x system by 
April next year. 

At present India only 
recognises process patents. 
This has spawned a copycat 
industry which finds new 
ways to produce patented 


Organisation formula,” said 
Horn! Khusrokhan, manag- 
ing director of Glaxo India. 
"This is the first public sign 
that it will." 

Exclusive marketing 
rights - which recognise a 
company’s sole right to sell 
drugs it has patented - do 
not offer the full prot- 
ection of product patents, 
and will only apply to a 
small number of products at 
first 

But executives said the 
legislation would recognise 
the principle of product 
patents for the first time in 
India, preparing the ground 
for the Introduction of full 
product patents in the 
future. "It is a half-way 
house." said Francis Pinto, 
chief executive of Nicholas 
Pixamal, one of India's big- 
gest pharmaceutical compa- 
nies. Meanwhile companies 
with products patented after 
1995 will enjoy a form of pro- 
tection, albeit limited. 

India’s government also 
hinted that legislation on 
exclusive marketing rights 
might be followed by moves 
to prepare the legal frame- 
work for the introduction of 
product patents in 2005. 

Yashwant S infra, finance 
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drugs - a technique known 
as reverse engineering. 

“There was a lot or uncer- 
tainty whether India would 
adopt the World Trade 

Canadians 
in China 
rail pact 

By Chafes Batchelor, 

Transport Correspondent 


Bombardier, the Canadian 
railway rolling stock manu- 
facturer, and Power Corpora- 
tion of Canada are to build 
passenger rail cars in China 
under a joint venture agree- 
ment with Sifang Locomo- 
tive & Rolling Stock Works 
of Qingdao. 

The joint venture com- 
pany will invest CSIlOm 
(US$71. 4m) in a 50.000 sq 
metre plant at Siikng's fac- 
tory in Jihongtan, Shandong 
Province. Chinese Railways 
is to buy 300 intercity rail 
cars with an option for a fur- 
ther 200 at a total cost, 
including the option, of 
C*55Qm. 

Hie new plant will make a 

range of rail vehicles includ- 
ing electric powered passen- 
ger cars, double-deck car- 
riages and urban mass 
transit carriages for the 
domestic and export mar- 
kets. Production is due to 
start in mid-1999. Employ- 
ment is expected to total 
1,300 after three years. 

Bombardier and Power 


minister, said the govern- 
ment would also be starting 
work on bringing the legisla- 
tion on product patents at 
the earliest opportunity. 

US groups 
poised for 
Aqaba deal 

By Chutes Batchelor, 

Transport Correspondent 

A consortium consisting of 
Wisconsin Central Transpor- 
tation, Raytheon and Jorda- 
nian Investors is poised to 
win a 28-year concession to 
operate Aqaba Railway Com- 
pany. the Jordanian govern- 
ment-owned freight railway 
operator. 

Aqaba Railway operates 
300km of track, moving 
phosphate, sulphur and 
phosphoric acid for the Jor- 
dan Phosphate Mines Com- 
pany. Jordan's largest 
exporter. 

The consortium has been 
named preferred bidder for 
the concession, which will 
Involve building two line 
extensions of 22km and 
16km to serve a new ndm 
and industrial complex near 
Aqaba. 

Construction of the exten- 
sions Is scheduled to be com- 
pleted by the middle of the 
year 2001 and will allow for 
an increase in annual gjjjp. 
ments by raff from about 3m 
tonnes to 10m tonnes bv 
2002 . 9 


Corporation will jointly own 
50 per cent of the new ven- 
ture, with Sifang, a subsid- 
iary of China National Rail- 
way Locomotive & Rolling 
Stock Industrial Corporation 
(Loric) owning 50 per cent. 

Loric has 35 plants malting 
rolling stock, locomotives 
and other industrial prod- 
ucts. Bombardier has manu- 
facturing plant in North 
America and Europe. 




Australia, said it would 
Invest 99m over two years 
for a 33 per cent share in the 
consortium. 

The concession companv 

hapesftwfflbeabfetoS 

debt finance from the Ow*. 
seas Private Investment Cm- 
porataon of the US. r 
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LEGISLATIVE PROGRAMME STATE HEALTH SERVICE FACES BIGG EST SH AKE-UP FOR 50 YEARS, REVER SING MANY CONSERVATIVE REFORMS 

Hundreds of lords to lose ancient powers 



By Deborah Hargreaves 
in London 

The British government will 
begin to dismantle centuries 
of aristocratic tradition in 
the coining year with legisla- 
tion to reform the House of 
Lords, the unelected upper 
chamber of parliament. 

Queen Elizabeth con- 
firmed yesterday that heredi- 
tary peers - lords who have 
inherited their titles by vir- 
tue of their birth - will be 
stripped of their right to sit 
and vote in parliament. 

The Queen was speaking 
at the ceremony that marks 
the official state opening of 
parliament for the forthcom- 
ing session. She outlined the 
government's programme in 
a speech written for her by 
government officials and 
approved by ministers. 

The state opening of par- 
liament is a ceremony rich 
with tradition and the only 
occasion on which elected 

FOREIGN POLICY 

EU must 
‘meet 
concerns 
of our 
citizens’ 

By Deborah Hargreaves 
Mi London 

The government will work to 
ensure “that the EU policies 
and institutions meet the 
concerns of our citizens”. 
Queen Elizabeth said in set- 
ting out foreign policy priori- 
ties. 

The government's aim is 
to show Britain to be at the 
forefront of European Union 
reforms and the interna- 
tional fight against terror- 
ism. 

She pointed to the “his- 
toric challenge” of EU 
enlargement and, in particu- 
lar, reform of the common 
agricultural policy and 
structural funds. 

The Queen stressed the 
government's commitment 
to promoting economic 
reforms with EU partners to 
stimulate growth and 
employment. She said the 
government will continue to 
encourage preparations in 
the UK for the introduction 
of the euro in other EU coun- 
tries. 

A hill will be introduced to 
convert the Commonwealth 
Development Corporation 


MPs from the House of Com- 
mons sit In the upper cham- 
ber with hereditary peers, 
life peers - lords who have 
been given their title for 
their lifetime - and bishops. 

The lords were stony faced 
as the Queen announced a 
curb in their voting rights as 
“the first stage in a process 
of reform to make the House 
of Lords more democratic 
and representative'’. 

She also signalled a white 
(policy) paper to set out 
arrangements for a new sys- 
tem of appointments of life 
peers and a Royal Commis- 
sion - working party - to 
make proposals for reform of 
the upper house. 

The lords reform bill will 

form the central plank of the 
government's legislative pro- 
gramme for the session of 
parliament that began yes- 
terday and r uns until mid 
1999. The Queen also men- 
tioned 17 of the 22 bills the 
government plans to bring 


*My Lords and members of fite House of Gonunotts J 

Measures for the coming session 

■ improve the reguteflon ot finandai sendees . 

II Promote electronic commerce 

■ MqdemiM the law on imtrigradon axf as^um 

■ Convert Commonwealth Ometopraerrt -Corporation to -pubBtf 
private partnership 

■ Bufaf a modem National fcbetih Service . 

■ Famees at woiic .'recognition for tradeuntans 

■ Reform the House of Lords 

■ Elected mayor and assembly for London 

■ Modernise local government elsewhere In England 

■ Reform benefits for disahted'paopte 

B Contributions Agency to be transferred la Inland Revenue 
B Tax credits to be widened to “mako work pay” 

B Fair bads tor water charging 

■ Vote by parliament on age of consent 
B Modernise legal .akl - 

B Protect witnesses giving evidence in coot 


forward during that period. 

The focus was on moderni- 
sation of the country and its 
institutions, public services 
and economy, the Queen 
said. “They [the govern- 
ment] will continue in their 
drive to raise standards in 
our education services, to 


improve care in our health 
services and to modernise 
our welfare state upon the 
principle of worts for those 
who can and security for 
those who cannot.” 

The government will intro- 
duce a bill to revolutionise 
the National [state-run] 


Health Service - bringing in 
the biggest changes for 50 
years. The legislation will 
abolish many of the reforms 
Introduced by the Conserva- 
tive government 10 years 
ago, which had formed an 
internal market putting hos- 
pitals. doctors and nurses in 
competition with each other. 

There will be a green 
paper - a consultative docu- 
ment - on enhancing the 

status of teachers and 
introducing performance- 
related pay. The government 
also plan*; important bills OD 
welfare reform and trade 
union rights at work for this 
session, the Queen said. 

Welfare reform will con- 
centrate cm disability bene- 
fits, pensions for those on 
lower incomes, widows' and 
widowers' benefits and tax 
credits for low-wage earners 
with families and for disa- 
bled people. 

The Queen also pointed to 
reforms of the legal system 



‘My husband and I . . Queen Elizabeth, with Prince Phfflp sitting at her side, receives the speech written tor her by the government 
from a heavBy bewigged Lord Irvtoe, the Lord Chancellor (head of the judiciary in England and Wales) PA 


into a public-private partner- 
ship as part of the govern- 
ment's drive to tackle global 
poverty and promote sus- 
tainable development. This 
is aimed at attracting pri- 
vate money to development 
funding and increasing 
investment in the poorest 
countries. 

A House of Commons com- 
mittee has warned that the 
sale of a stake in the corpo- 
ration should be delayed 
until the case far increased 
equity investments in devel- 
oping countries can be dem- 
onstrated. But the Queen 
signalled the sale of a major- 
ity shareholding in the cor- 
poration after it has been 


registered as a public limited 
company. Industry analysts 
estimate the sale could net 
£500m ($840m). 

The CDC is the govern- 
ment’s main vehicle for 
direct investment in develop- 
ing countries, channelling 
£l.6bn into more than 400 
enterprises in 54 nations. 
The government says it 
wants to use proceeds to 
help meet its target of halv- 
ing world poverty by 2015. 

Strong defence arrange- 
ments are another priority, 
the Queen said. Discussions 
to make the ED’S foreign and 
security policy more effec- 
tive will continue. 

“Though Nato is and will 


remain the conmerstone of 
European defence, the gov- 
ernment encourages the 
debate about how Europeans 
can do more to share the 
security burden in Europe 
and further afield,” the Min- 
istry of Defence said in notes 
accompanying the Queen's 
Speech. 

The government stressed 
its commitment to ensure 
co-operation between Iraq 
and United Nations’ weap- 
ons inspectors. The fight 
against terrorism and seri- 
ous crime at home and 
abroad will continue with a 
consultation document to be 
published soon with propos- 
als for permanent, UK-wide 


legislation to combat terror- 
ism. The government will 
also continue its “leading 
role in protecting the envi- 
ronment, including the 
global climate”, the Queen 
said. 

• The immigration and asy- 
lum bill alms to speed up the 
handling of claims for politi- 
cal asylum with tougher 
rules to deter economic refu- 
gees and inadequately docu- 
mented passengers from 
seeking to enter Britain, 
Simon Bnckby writes. The 
bill will also introduce new 
welfare and housing 
arrangements to support 
asylum seekers awaiting a 
decision on their claim. 


CITY OF LONDON REGULATION SYSTEM COULD BE BROUGHT INTO LINE WITH THAT OF US 


Watchdog to plan open disciplinary process 


By Jane Marti ns on 

and George Graham Food standards legislation shelved 


The Financial Services 
Authority, the City of Lon- 
don regulator, is to lav out 
plans for making its disci- 
plinary' processes more open 
in response to criticism of 
the unfettered powers it will 
be given by new legislation. 

The financial services and 
markets bill, which will give 
the FSA power over the 
entire banking and invest- 
ment industry, will go before 
parliament m this session 
but is not expected to pass 
into law until 2000. 

Any move to increase 
transparency could bring the 
UK system more into line 
with the US regulatory 
regime. The US Securities 
and Exchange Commission, 
for example, publishes more 
details about its disciplinory 
bearings. 

Stephen Byers, a Treasury- 


Supporters of an 
independent food standards 
agency said they were 
disappointed the Queen's 
Speech had confirmed the 
shelving of legislation to set 
up an agency, John 
Wdlman and George 
Parker write. Nick Brown, 
agriculture minister, will 
today set out a timetable for 
publishing a draft bill and 
interim arrangements until 
the agency opens for 
business. But this is unlikely 
to be before 2001. 

“it is extraordinary that, at 


the same time as the BSE 
inquiry is highlighting 
deficiencies in the current 
system, this potential 
breakthrough in consumer 
protection legislation has 
been put on the back 
burner," said Ruth Evans, 
director of the 

government-funded National 
Consumers’ Council. The 
agriculture ministry 
confirmed that a draft bill 
would be published “in due 
course” with three other 
draft bills unable to find a 
slot in this session. 


minister, said the draft btll 
would go through a special 
committee before the usual 
parliamentary stages. 

The government then 
expects to seek all- party 
agreement to carry the bill 


over at the end of the cur- 
rent parliamentary session, 
instead of expiring as would 
traditionally have happened. 

One of the most controver- 
sial areas of the bin has been 
the sweeping disciplinary 


powers given to the FSA. 
The authority will attempt 
to answer some criticisms in 
a consultation paper to be 
published in the next two 
weeks. It is Intended to 
address concerns that the 
FSA's powers contravene the 
European Convention on 
Homan Rights. 

The plans, which could 
lead to the public hearing of 
both sides of an appeal, for 
example, could meet resis- 
tance from a City used to a 
regulatory system that 
works in secrecy until a final 
decision is reached. 

The consultation paper 
may suggest that Investiga- 
tions are publicised, 
although the FSA indicated 
this would have to be han- 
dled sensitively. 

Phillip Thorpe, head of 
enforcement at the FSA, said 
the authority was keen to 
solicit views on the issue. 
“We are keen on pursuing as 


much openness as possible. 
We want confidence in oar 
process with consumers and 
the public understanding 
what we are doing," he said. 

Passage of the Financial 
Services Act, which set the 
framework for the regulation 
of the financial industry, 
took many months of parlia- 
mentary work and some reg- 
ulators bad worried that the 
new bill might be dropped 
from the current session to 
allow more time for consid- 
eration. 

But Mr Byers said: “Regu- 
lation of financial services in 
this country has been long 
overdue for an overhaul.” 

The FSA already has the 
powers of the old Securities 
and Investments Board, 
which included supervision 
of organised exchanges. In 
June it took over responsibil- 
ity for supervising banks 
from the Bank of England, 
the UK central bank. 


to modernise youth courts 
and give greater protection 
to vulnerable witnesses in 
criminal cases. There will 
at«an be r-hangHB to legal aid. 
which offers funds for poor 
people to fight criminal 
cases. 

A controversial measure 
announced in the Queen's 
speech is that parliament 
will he given the right to 
vote on lowering the age of 
consent for homosexual men 
to 16. Other bills include leg- 
islation to set up the Scot- 
tish parliament and Welsh 
assembly, modernise local 
government, establish 
regional development agen- 
cies. and set up a Greater 
London authority with an 
el ected mayor. 

A bill will also be intro- 
duced to reform the law on 
immigration and asylum, 
including reform of the 
appeals system and new sup- 
port arrangements for asy- 

tam-seekers. 

C0MMERCE 


Electronic 
signatures 
to be 

given legal 
force 


By David Wighton 

Bid Paul Taylor 


Electronic signatures will be 
given legal force under a 
package of changes designed 
to promote electronic com- 
merce. 

Existing laws that require 
the use of paper signatures 
will be revised to give equal 
status to electronic identifi- 
cation. The electronic com- 
merce bill will introduce a 
system of voluntary licen- 
sing for companies providing 
electronic signatures and 
encryption services. It will 
also determine what liability 
such “trusted third parties” 
would bear for any losses 
that might arise. 

The government believes 
that the changes will boost 
confidence in electronic com- 
munication and stimulate 
the use of internet for com- 
mercial transactions. 

Paul Mountford, UK man- 
aging director of Cisco, the 
networking equipment sup- 
plier, described the propos- 
als as “very positive”. 

However Andrew Fleming, 
director of regulatory affairs 
for Cable & Wireless Com- 
munications, was more cau- 
tious. While welcoming the 
move he urged the govern- 
ment "to recognise that 
excessive regulation will sti- 
fle growth and blunt the 
UK’s competitive edge In 
this new market". 

There are also likely to be 
privacy concerns over the 
powers given to law enforce- 
ment agencies to Intercept 
and decode electronic com- 
munications. But the govern- 
ment Insisted yesterday the 
existing powers would 
merely be transferred into 
the digital world and not 
increased. 

In a consultation docu- 
ment to be issued in the next 
month, the government will 
ask for views about liability 
for losses. There are con- 
cerns that if the signature 
and encryption providers 
had unlimi ted liability it 
would be a si gnific ant disin- 
centive to enter the market. 

Dick Emery, group elec- 
tronic commerce manag er at 
ICL, the UK-based computer 
services group, said: “Liabil- 
ity for licensed trusted third 
parties has yet to be clarified 
and would have a critical 
effect on the future success 
of e-co m merce in the UK." 


NEWS DIGEST . 


COMPUTER ‘BOMB* 


Millennium fears hit 
interest rate futures 
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interest rate futures con- - 
tract prices have started to 
be affected by fears that 
trading in money markets 
will be disrupted by the 
so-called millennium 
bomb. Last week, the 
short staffing contract - 
which shows what traders 
expect UK short-term 
Interest rates to be in the 
future - suddenly started 
to show a marked upward 
blip in expected rates at 
the end of next year. The 
demand for cash tradition- 


ft 


ally increases at the end of the year as many smaller 
financial institutions ask larger banks to extend outstand- 
ing loans at the same time. But big banks may be unwill- 
ing to tend in the final days before the millennium, fearing 
trades vwU fail because of computer problems caused by 
the Inability of older systems to recognise toe new date. 
The two forces would push up the price of money - the 

'"untiMast Friday the expected path of UK interest rates 
showed a smooth (townward curve which bottomed out at 
around 5.75 per cent towards the end of 1999. But now 
toe curve blips up sharply to around 5.9 per cent in 
December 1999, before falling back three months later. 
“There was a rumour around the markets last Friday that a 
US bank had refused credit to a smaller institution over 
toe turn of the year 2000," said Phfilp Shaw, chief econo- 
mist of investment banking group Investec in London. 

“This got the markets In the UK worried and they started 
to price in millennium risk. A similar blip has been seen in 
German futures prices for some time.” Alan Beattie, 
London 


CITY OF LONDON REGULATION 


Stockbroker ordered to close 

Seiigmann Harris & Co, a London stockbroker, has been 
ordered to cease trading by the Securities and Futures 
Authority after one client, an offshore arbitrage fund with 
disclosed stakes in several UK listed companies, failed to 
meet its obligations. The intervention order issued yester- 
day by the regulator appears to end the story of a firm 
which was briefly in the limelight in the 1980s when it 
acted for the US arbitrageur Ivan Boesky during the Guin- 
ness affair. 

The SFA said it acted after Sefigmann Harris informed it 
that a client had failed to meet its obligations. The client 
The Bulldog Fund, Is registered in toe British Virgin 
Islands. "The order said there were grounds to believe 
Seiigmann Harris might not be fit and proper to cany out 
investment bustoess and that It had committed acts of 
misconduct 

Seiigmann Harris, which has about 50 clients, had no 
comment Apart from Bulldog, clients’ total exposure is 
believed to be in the range of £1m to £2m ($3.3m). Filings 
with the London Stock Exchange describe Bulldog as a 
“discretionary investment client of SeBgmann Harris”. 

In toe mid 1980s, Robert Harris, the firm’s senior part- 
ner, was a shareholder in Cambrian and General Securi- 
ties, the UK Investment trust controlled by Mr Boesky and** 
intended by him as a vehicle for engaging in UK arbitrage^; 
Clay Harris, London 


BUSINESS NETWORKS^ 

Clustering ‘may not work 1 

Peter Mandelson, chief industry minister, wit! find it difficult 
to emulate toe business networks and dusters that helped 
create economic hotspots such as California's Silicon Val- 
ley, new research suggests. Mr Mandelson, who recently 
visited the US, aims to put “clustering” strategies at the 
heart of a shake-up of UK regional industrial policy. The 
idea is that groups of companies share information, tech- 
nologies and embark on joint ventures. There is a ques- 
tion, however, over how successfully public agencies can 
create them. 

Robert Huggins, of Cardiff University’s centre for 
advanced studies in the social sciences, surveyed 267 
companies in business networks in England and Wales. 
Functioning networks consisted, on average, of seven 
companies. Only a small minority reported positive 
changes: 15 per cent achieved higher turnover, 19 per 
cent higher productivity, 12 per cent lower costs. But 43 
per cent considered the initiatives of no value m improving 
competitiveness and only 17 per cent reported improve- 
ments in their capacity to innovate. Mr Huggins said: 

“Jobs created by the networks cost an average 212J235 
each in public expenditure, above the general level for 
small business initiatives but cheaper than the £10,000- 
£25,000 cost of Jobs created by European Union regional 
aid." Brian Groom, London 


CAR INDUSTRY 


fc 


* 


BMW talks approach deadline 

Talks between BMW's Rover offshoot and trade unions 
could go close to deadline as toe dispute over Saturday 
shifts and overtime pushes them closer to the end-Novem- 
ber Emit sat by BMW. But wttile uncertainty continues over 
up to 3,000 job losses and £1.Sbn ($2.6bn) of investment. 
Rover and toe TGWU general trade union said no final 
agreement had been reached and they coukl not be sure 
of a deal by the end of the week. 

“We still Intend to end by the end of the month, but that 
takes us through to Monday," said a union official. Juliette 
Jowft, Birm in gham 
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Nissan factory escapes car industry’s ‘cultural hangover’ 


The Japanese manufacturer’s English 
plant has reached the peak of Europe’s 
productivity league, Chris Tighe reports 


T alks over working prac- 
tices between unions 
and BMW's Rover off- 
shoot have focused attention 
on the pressure for greater 
productivity in the UK car 
Industry ifit Is to compete in 
other countries. 

BMW cites a productivity 
gap of about 30 per cent 
between Rover’s operations 
in England and its southern 

German plants, where shop 

floors have been trans- 
formed by flexible working 
without extra pay for work- 
ing at weekends. 

But Nissan’s UK operation 
in north-east England, 
Europe's most productive 


car plant, has improved its 
performance while retaining 
a conventional structure of 
extra pay at weekends. 

“Any fool can get a signifi- 
cant proportion of volume 
through; getting it all 
through Is the trick." says 
John Cushnaghan, plant 
deputy manag in g director. 

Missing a target is not just 
management’s problem. 
“Everybody takes a defect 
personally." says Craig 
Douglas, a supervisor in the 
engine shop. “We lay it on 
the line that it's bard work, 
they probably haven't ever 
worked as hard before.” 

Professor Garel Rhys, 


director of the Centre for 
Automotive Industry 
Research at Cardiff Business 
School says greenfield loca- 
tion is the key advantage 
enjoyed by Nissan and its 
follow Japanese carmakers - 
Toyota and Honda - at their 
UK plants. 

Such a ate gave Nissan a 
clean sheet in terms of phys- 
ical infrastructure, supplier 

relationships and working 
methods - as well as in 
recruitment of motivated, 
young personnel. 

The Japanese model is 
based on trust and empower- 
ment of the workforce, says 
Prof Rhys. "The rest of 
Europe claims to have 
learned the Japanese system 
but what they are often 
doing Is intensifying the 
ability of management to 


manage by a top-down sys- 
tem.” 

Nissan's first priority 
when it began production In 
England in 1986 was not pro- 
ductivity, says Mr Cushn- 
« g han , but quality. 

Once workers had 
absorbed the philosophy of 
“building in" quality - 
rather than I im parting anri 
rectifying - the plant began 
a series of campaigns to 
raise productivity and 
achieve world-class status. 

Since 1984 £L5tm has hem 
sprat at the site, cresting a 
highly automated plant laid 
out fir Tnarimirm efficiency. 

With rainrmgl gtOCk holdings 

and just-in-time supplies 
delivered direct from compo- 
nent suppliers. Close rela- 
tionships with suppliers, 
aimed at raising productivity 


and cutting costs, underpin 
the plant’s success. Once 
parts reach the factory floor 
they enter the process of 
improvement by workers. 
Each department has a self- 
ftmdmg Kaizen (continuous 
improvement) unit. “There 
are always ideas coming in,” 
says BUI Turner, supervisor 
of the engine shop's Kaizen 
department 


Ml 


Turner and Mr 
Douglas believe free- 
dom given to supervi- 
sors - who interview, select 
and organise their workers - 
Is a key factor in the plant's 
high productivity. 

Nissan's Sunderland work- 
force is ageing because of 
low turnover; average shop 
floor age is now 29, against 
24 in the early 1990s. Mr 


Cushnaghan says: “Age isn't 
as Important as attitude.” 

An Economist In telligence 
Unit report said the Sunder- 
knd workforce averages 98 
cars per employee per year: 
its nearest European rival, 
GlMTs Eisenach plant in Ger- 
many, averages 77. 

Mr Cushnaghan, a former 
Rover man who left his job 
as plant manager for Nis- 
san’s start-up, says it would 
have been more difficult to 
achieve such productivity in 
an Older plant because of the 
“cultural hangover” of resis- 
tance to change. “That cul- 
ture is an immense drag on 
a company’s ability to make 
progress,” he says. “Here, 
“cause we created the cul- 
ture from day one, dra g 

doesn’t exist. This is 
full of change.” 
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Irish premier steps up 
• pressure on republicans 


By John Murray Brawn 
m Dubfin 

Bertie Ahern, prime minister 
of the Republic of Ireland, 
yesterday stepped up pres- 
sure on the Irish Republican 
Army to start disarming. 

He made clear in the Ddil. 
the republic’s parliament, 
that refusal to “decommis- 
sion” was now the only 
obstacle blocking the prog- 
ress of the Good Friday 
agreement 

“We are at a stage where 
we have moved on every- 
thing other than one issue - 
decommissioning,” he said. 
"I would hope in the cool 
light of day that people 
would see that was the only 
issue and the only one hold- 
ing up the other measures 
going live. From my point of 
view, it would be an entirely 
unreasonable position for 
people not to give way and 
allow that blockage to be 
moved." 

His comments - which for 
the first time firmly blamed 
the stalemate on Sinn Fein 


and the IRA - come ahead of 
Tony Blair's historic visit to 
Dublin when the UK prime 
minister will become the 
first British politician to 
address the joint houses erf 
the Irish parliament. 

Mr Blair is to hold meet- 
ings with all Northern 
Ireland political parties 
today, before moving to the 
republic on Thursday. The 
Ulster Unionists, the largest 
pro-Britisb party in North- 


Two men charged in 
connection with the 
biggest-ever seizure of 
cigarettes and alcohol in 
Northern Ireland were 
remanded on bail when they 
appeared in court In Belfast 
yesterday. Customs officers 
seized nearly 11m cigarettes 
and 14.400 litre bottles of 
vodka yesterday. A truck 
was tracked to Northern 
Ireland after the load was 
discovered when it was 
landed at the port of 


era Ireland, are pressing Mr 
Blair to use the opportunity 
to give a dear call for the 
IRA to start the process of 
decommissioning. 

Mr Ahern angered union- 
ists at the weekend when he 
said he saw “an irresistible 
momentum’' to the moves to 
a Ireland. 

Mr Ahern told the D&il 
yesterday he had no apology 
for his comments, which he 
said encapsulated the age- 


tmmingham, In north-east 
England, from a vessel from 
Rotterdam. The truck was 
allowed to proceed across 
England and be shipped to 
Northern Ireland. It was 
driven to a shed where it 
was seized by customs 
officers and police- Almost 
10m more cigarettes were 
found in nearby sheds. The 
men were charged with 
evading more than £158,000 
duty on the drink and 
cigarettes. 


old aspiration of many Irish 
people. 

Unionists are likely to 
want to hold Mr Blair to his 
written undertakings during 
the final stages of the negoti- 
ations, that Sinn Ffeln would 
be expelled if no progress 
has been is made on the 
arms issue after six months. 

Seamus Mallon. deputy 
first minister in the North- 
ern Ireland administration, 
said yesterday there was “a 
remarkable urgency” to 
make progress. 

He said there were indica- 
tions of an internal debate 
within the republican move- 
ment over the decommis- 
sioning issue. 

Mr Mallon is deputy leader 
of the moderate nationalist 
Social Democratic and 
Labour party. 

But Mitchel McLaughlin, 
the S tun F6in chairman, yes- 
terday repeated that Sinn 
Fein had no sway over the 
IRA. His party’s demand to 
be included in the executive 
was based solely on its elec- 
toral mandate. 


Two charged after cigarette seizure 



President Mary McAleese of the Republic of Ireland yesterday visited the English city of Liverpool, 
unvefing a monument to victims of the Irish famine. She said the famine “skewered and embittered* 
relationships between the UK and Ireland which were now “friends and colleagues* Mercury 


Northern Ireland police reform requires balancing act from Patten 


»The former Hong Kong governor has the 
Task of producing a politically impartial but 
effective force, says John Murray Brown 


T o the outsider. Chris Pat- 
ten's chances of winning 
cross-community sup- 
port for changes to the Royal 
Ulster Constabulary, the 
Northern Ireland police 
force, must look increasingly 
bleak. 

The debate has become 
increasingly hysterical. In 
the past week. Mr Patten has 
been forced to deny reports 
that the RUC is to be dis- 
banded. Mo Mowlam, chief 
Northern Ireland minister in 
the UK government, was 
forced to issue a similar 
reassurance after an anxious 
Police Federation chief 
suggested the promise of 
Reform was being used to 


persuade the Irish Republi- 
can Army to “decommis- 
sion" its anus. 

But many observers 
believe that once the rheto- 
ric is stripped away there is 
much less between the par- 
ties. Mr Patten, the last gov- 
ernor of Hong Kong, has 
been asked to produce a 
police service which is 
impartial and effective. It 
also has to be affordable. 

David Cook, a former 
chairman of the Northern 
Ireland police authority, 
believes there are three 
main areas - the force's reli- 
gious composition, its organ- 
isational structure and how 
it is to be accountable. Only 


the radical introduction of 
quotas to increase the num- 
bers of Roman Catholics will 
redress the religious imbal- 
ance, he believes. 

“For too long successive 
governments have failed to 
tackle this problem. Action 
is what is now required.” he 
says. Any such move would 
require changes in the fair 
employment legislation 
which expressly prevents 
“positive discrimination". 
But Mr Cook believes quotas 
would receive cross-party 
support 

Nationalist politicians say 
the force’s unionist ethos 
will also have to change if it 
is to attract Roman Catho- 
lics. 

The government has 
already said RUC officers 
should declare their mem- 
bership of the Protestant 


Orange Order. Mr Cook says 
police officers should be ban- 
ned from membership. 

As to the RUC name, even 
moderate nationalists 
believe the “royal” should be 
dropped to reflect the exis- 
tence of two communities 
with different national alle- 
giances. 

One solution might be to 
create a two-tier system by 
establishing a local police 
service - probably with a 
different name. Instead of 
forming new regional forces 
- as the moderate national- 
ist SDLP argues - Mr Cook 
envisages there could be 
greater links at sub- 
divisions! level, with officers 
reporting to community rep- 
resentatives on police liaison 
committees. 

Under this model the RUC 
would continue to provide 


the expertise to fight drugs 
and organised crime - 
increasingly on a cross-bor- 
der basis in liaison with the 
Garda Siochana. the Repub- 
lic of Ireland's police. 

John Brewer, lecturer in 
sociology at Queens Univer- 


sity, Belfast, says: “There is 
plenty or room for manoeu- 
vre. The question is to what 
extent there is support for 
the RUC in the nationalist 
community. It depends if 
abolition can be marginal- 
ised as just Sion Fein’s 
idea." 


Perhaps the biggest chal- 
lenge for Mr Patten will be 
to create new structures of 
accountability for the police 
in a community which has 
little trust ip the existing 
arrangements. The chief con- 
stable, bead of the police. 


has operational indepen- 
dence. 

His budget is set by the 
police authority but his over- 
all responsibility is to the 
UK government. 

Mr Cook believes the 
choice Is whether the chief 
constable be held in check 


by a more effective - and a 
political neutral - police 
authority. This is broadly 
the model in the UK main- 
land. 

Alternatively, if policing 
powers are to be devolved to 
the new assembly, should 
the police report to a local 
minister of justice, as hap- 
pens in the republic? 

Here the parties diverge. 
Sinn F£in wants to see a 
board of commissioners 
made up of human rights 
lawyers and representatives 
of the two governments. The 
moderate nationalist SDLP 
has long boycotted the police 
authority and favours the 
Irish model of a justice 
department. 

If Mr Patten can get this 
issue right many experts 
believe the other difficulties 
will fall into line. 


Many observers believe that once 
the rhetoric is stripped away there 
is much less between the parties 


Start-up 
of beef 
exports 
‘to be 
delayed’ 

By Rahul Jacob in London 


There will be a delay of at 
least three months before 
British beef exports can 
resume as the industry 
meets conditions laid down 
this week, industry sources 
said yesterday. 

Monday’s move by Euro- 
pean Union farm ministers 
to end the ban included a 
compulsory- cull of 4,000 off- 
spring of BSE-infected cows 
born after August 1 1986, to 
eliminate the risk of matei> 
nal transmission of the dis- 
ease. About 400 such 
animnk have already been 
slaughtered as part of a vol- 
untary cull. 

The decision to end the 
ban came with several other 
conditions, though these 
were widely anticipated. 
Only deboned beer and prod- 
ucts from animals slaugh- 
tered between six to 30 
months and born after 
August l 1996 will be 
allowed to be exported. 

Before the ban was 
imposed in March 1996. a 
high percentage of the UK's 
£51Sm (SSTOm) annual beef 
exports was of beef from cat- 
tle older than 30 months. 
“The lifting of the ban is 
highly restrictive.” said 
Peter Scott, general secre- 
tary of the Federation of 
Fresh Meat Wholesalers. 

The UK industry must also 
certify that the mother of 
the animal lived for at least 
six months after the birth of 
the animal to be exported. 
This will require searching 
through databases to provide 
what the European Commis- 
sion calls “verified positive 
official evidence" that the 
mother lived that long. 

Abattoirs also face strict 
conditions before they are 
allowed to export beef. Only 
six to 10 abattoirs are 
believed to have expressed 
an interest in exporting beef 
now that the ban has been 
lifted. This compares with 
about 60 to 70 that were 
exporting beef before the 
ban was imposed in 1996. 
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The man chosen to run 
the chemicals group is 
in a hurry to break the 
mouid of the old-style 
Swiss manager, says 
William Hall 

Wr^They call him Ram. Rolf 
P A. Meyer, the man chosen 
to run the world's biggest 
speciality chemicals company, 
takes his nickname from his ini- 
tials. But the name also sums up 
a man in a hurry, perhaps too 
much of a burry, to stamp his 
mark on the industry. 

It is only just over 18 months 
since Mr Meyer led the spin-off of 
Ciba Specialty Chemicals from 
Novartis, the Swiss pharmaceuti- 
cal giant. Completed in nine 
months, it was hailed as the 
-demerger of the year” by Corpo- 
rate Finance magazine. 

Mr Meyer, chairman of Ciba 
and the architect of the deal, was 
seen as typifying a new breed of 
Swiss manager. He has been 
determined to transform the cosy 
world of big business by introdu- 
cing a financial performance- 
based culture into a rather sleepy 
company whose reputation rested 
on strong technological compe- 
tence and innovation. 

He broke with tradition by ref- 
using to appoint any Swiss bank- 
ers to Ciba’s board, because of 
worries about conflicts of inter- 
est. He also asked his top manag- 
ers to invest a year's salary in 
Ciba shares. 

The shares jumped nearly 70 
per cent in their first nine 
months. Less than a year after 
going public. Mr Meyer had won 
an £1.4bn ($2.4bn) hostile take- 
over battle for Allied Colloids, a 
UK leader in water treatments. 

Now be is merging his com- 
pany with Clariant. its slightly 
bigger rival, which is still digest- 
ing its acquisition of Hoechst's 
speciality chemicals business - a 
deal that tripled its size. The 
result will be the creation of a 
speciality chemicals group 
more than twice the size of 


/>/ 


Imperial Chemical Industries. 

However, the stock market’s 
enthusiasm has dimmed in 
recent months. Mr Meyer is gen- 
erally reckoned to have paid too 
much for Allied Colloids, his first 
big takeover, and the collapse In 
the first-half profits of Ciba's per- 
formance polymers division has 
raised questions about the qual- 
ity or Ciba’s financial early- 
warning systems. 

This is particularly galling for 
Mr Meyer, who built his reputa- 
tion as a successful "numbers 
man” during his four years as 
chief financial officer of Ciba- 
Geigy. 

Ciba’s shares, after last year's 
surge, have fallen by more than a 
third from their peak. Some ana- 
lysts believe that without the 
merger Ciba would have earned 
less in 2000 than it did in 1997, its 
first year as a public company. 
Ciba’s gearing has soared to 
more than 150 per cent, th anks to 
the expensive Allied Colloids 

‘If we had delayed, 
the companies 
would have gone in 
different directions’ 


acquisition, and Ciba has not bad 
long enough to justify the man- 
agement's claim “to have a 
strong track record in delivering 
results". 

Mr Meyer emphasises that the 
merger is not a short-term defen- 
sive move but makes "excellent 
strategic sense”. Although both 
companies are relative new- 
comers to the stock market, they 
are remarkably dose, not only 
geographically - their headquar- 
ters are three miles apart - but 
also in history. They grew out of 
the original dyestuff businesses 
founded more than ioo years ago 
by Ciba and Sandoz. 

One investment banker said it 
was "the mast obvious deal left 
in Switzerland". Looking at the 






Roger Taylor find some old ideas resurfacing 
at the annual computer fair in Las Vegas 
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Meyer: de te rmined to transform the cosy world of big business Brendan Con- 


history of the two companies, 
and the similarity of their prod- 
uct base and technology, it is In 
some ways surprising that they 
did not get together at the same 
time as their former parents 
merged their pharmaceutical 
businesses Into Novartis in 1996. 
It would have saved a lot of 
investment banking fees. 

"As soon as we started talking 
it became quite clear that there 
were significant advantages in 
the merger.” says Mr Meyer. “We 
had to act now; If we had delayed 
the companies would have gone 
off in different directions. We 
could not have come back to it” 

Nevertheless, the stock market 
still needs convincing that Mr 
Mever. 55. is the right man to 
lead the world's biggest speciality 
chemicals company into the next 
century. 

In addition to being chief exec- 
utive he will be vice-chairman of 
the supervisory board of the 
enlarged group, which makes 
him the natural successor to Rolf 
Schweizer, Clari ant's chairman. 
Mr Schweizer. 68, will be less 
than a year away from retire- 
ment by the time the merger is 
completed in the second half of 
nest year . 

A year ago Mr Meyer was 
preaching the benefits of break- 
ing up big companies. Splitting 
out Ciba Specialty Chemicals 
from Novartis had given Ciba's 
management a clear strategic 
focus, unleashed fresh energy 
among managers and enhanced 
shareholder value. He did not 


think that the speciality chemi- 
cals industry would spawn indus- 
try giants because it was "diffi- 
cult to generate synergies by 
broadening the sphere of activ- 
ity”. 

Now, faced with a sharp down- 
turn in demand for many of 
Ciba’s products, he seems to be 
singing a slightly different tune. 
"Size has advantages in global 
selling, purchasing. R&D and 
administrative support. But it is 
also very important that at indi- 
vidual business levels we have 
small, flexible action-oriented 
units,” he says. 

He remains a great believer in 
performance-based management 
cultures. Seven years as head of 
finance for Ciba-Getgy's US 
operations in the 1980s exposed 
him to a school of hard-nosed US 
managers. He was the first chief 
finanriai officer of a Swiss multi- 
national to launch a hostile take- 
over bid. 

He has not shrunk from tough 
action. Karl-Gerhard Seifert. 53, 
chief executive of Clariant, and 
Hermann Vodicka, 56. Ciba's 
chief executive, both well 
respected in the industry, have 
lost their jobs as a result of the 
merger. 

Mr Meyer admits it is "a bit 
unfortunate”, but says the 
enlarged group could not afford 
two chief executives, or even one 
reporting to the other. "It would 
have been very dangerous." he 
says. He has solved the problem 
by making himself chief execu- 
tive. 


mag Las Vegas in November is 
a time to celebrate the lat* 
■t est and best of new tech- 
nology at the annual Comdex 
computer fair. Last week once 
again brought the industry out In 
full force to dazzle visitors with 
bright ideas for the future. 

However, the excitement was 
tempered by a strong sense of 
deja vu around many of the prod- 
ucts on display. "The paperless 
office” and "pen-based comput- 
ing” were making a strong come- 
back at the show - ideas that 
have been around for years yet 
have never quite cracked the 
market. 

The result served as a 
reminder of the difficulty of turn- 
ing good technology into success- 
ful products and created a sense 
of frustration, at the time taken 
for some bright ideas to break 
into the mass market. The big 
hurdle in many cases is nothing 
to do with technology but is more 
a problem of marketing and 
industry organisation. 

Bandwidth Is the most telling 
example at present. The internet, 
which is now the single biggest 
driver of the high-tech industry, 
can never deliver what consum- 
ers expect of it until households 
have computer connections capa- 
ble of delivering tens of mega- 
bytes per second, compared with 
the current paltry rates of a few 
thousand bytes. The technology 
Is by and large In place to do 
this. Yet putting it all together in 
a package and at a price that will 
appeal to consumers is proving 
an organisational challenge for 
the industry. 

The good news is that big steps 
forward were announced at the 
show. Compaq, the leading man- 
ufacturer of personal computers, 
introduced a new range of low- 
cost PCs equipped to work with 
broadband networks such as 
cable and DSL. 3Com, the net- 
working company, said it was 
working with Compaq's rivals to 
allow them to deliver a similar 
offering. In both cases, the com- 
puter companies have teamed up 
with the modem makers and the 
telephone and cable companies to 
ensure customers have every- 
thing they need to hook up to the 
high-speed internet 


Pen-based, hand-held comput- 
ing generated much excitement 
at the show, but is a subject that 
can create a sense of weariness 
nirmn g Industry observers. It is 
an area that h« seen tar more 
failure than success over the past 
10 years as companies have 
struggled to present it in an 
appealing way. 

Here again, however, there was 
evidence that the industry was at 
last close to cracking the prob- 
lem. There were a large number 
of hand*held devices, capable of 
turning on and off Instantly- (who 
wants to wait while a machine 
boots up to look up a phone num- 
ber?). with good sized, full-colour 
screens and usable keyboards, 
but weighing little more than a 
couple of pounds. They can be 

The idea today is 
to combine scanners 
with copiers and 
fax machines 


used for e-mail, diary use and 
writing memos, and are being 
offered for about $200. 

Perhaps the most Innovative 
was the Clio from Vadem, a com- 
pany which until now has limited 
itself to manufacturing machines 
under other company brand 
names. Its design allows it to be 
used both as a laptop and like a 
pad, with the keyboard tucked 
behind the screen: You can write 
freely across the screen with the 
stylus and the machine is 
remarkably accurate in convert- 
ing this into type. Alternatively, 
it can simply record your scrib- 
bles as they are. 

Equally impressive were the 
Journada from Hewlett-Packard 
and the Mobflon Pro from Sharp. 
Combine these with the AirCard 
from Sierra Wireless - a PC card 
that gives your hand-held a wire- 
less connection to the internet - 
and at last the long-promised 
ideal of truly portable computing 
is being approached. 

Voice recognition was another 
hot topic at Comdex - another 
technology that to date has 


largely failed to match up to con- 
sumer demands or expectations. 
Reliability, however, is improv- 
ing. Established players such as 
Philips and Dragon showed off 
dictation programs that seemed- 
reasonably competent at taking 
down normal speed speech. Also, 
companies are finding more uses 
for It. Motorola was displaying its 
VoxML technology for accessing 
the internet by phone. The sys- 
tem allows you to phone up and 
get information, such as sports 
scores or stock quotes, by talking 
directly to a computer, 

A start-up company. SoHoTnlk, 
showcased its new product, the 
Say Do Assistant This is a soft-^ 
ware program for using voice* 
commands to control your PC. 
You can tell it to find somebody's 
contact details, dictate a message 
and then ask it to send a message 
to that person. “Actually have a 
conversation with your com- 
puter." the blurb reads. It is bard 
to judge whether this is the ulti- 
mate nerd’s gimmick or the start 
of a revolution that will put hun- 
dreds of secretaries out of work. 
But at just $149 it is tempting to 
try it out 

Lastly, there was the revival of 
the paperless office - once again 
an idea that has fallen foul of 
almost total customer apathy. 
Yet Xerox, Hewlett-Packard and 
Panasonic presented new ideas to 
fry to breathe new life into it 

The idea today is to combine 
scanners with copiers and fax ■ 
machines, so that pieces of pape^Jt 
can be easily converted into com- ’ 
pater files, sent around a net- 
work and then converted back 
into paper again. 

Hewlett-Packard showed off a 
fax machine that could also send 
the document as an e-mail. Pana- 
sonic displayed a machine that 
prints colour documents from a 
computer, scans documents into 
the computer or simply makes 
photocopies. 

Xerox presented even more 
radical ideas about how compa- 
nies should manage documents, 
demonstrating the ease of produ- 
cing small numbers of high qual- 
ity, full colour documents with 
laser printers. The company 
raised the possibility that pub- 
lishing companies may soon be 
able to scrap long print runs and 
simply produce books and docu- 
ments as and when needed. 
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Crisis, what crisis? 




While there is a loss of confidence in the 
European social model, a visit to Denmark 
suggests the system serves its people well 
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Whatever the effects of the Euro on vour business, 

IT ALWATS PAYS TO 8E PREPARED, But IT WON'T COST 
YOU ANYTHING. 


That's because, as one Of the world's leading providers 

OF PACKAGED BUSINESS MANAGEMENT INFORMATION 
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Dear Linda, 

Greetings from Copenhagen. 
It is 8.30am and I am sitting 
In my room on the 34th floor 
of the Hotel Scandinavia. 
The sky is blue and clear 
and views over the old city 
and across the Kattegat to 
Sweden are stunning. 

We are here to discuss the 
crisis [being the European 
social modeL The crisis is 
not immediately evident 
Prom the moment of arrival 
at Kastrup Airport, you are 
overwhelmed by a sense that 
Denmark is efficient rich 
and comfortable. 

There is no sign of the 
economic and social tension 
immediately evident when 
you arrive at Kinshasa, 
Bangkok - or indeed New 
York. Both the natural and 
the urban environments are 
enviable. The quality of 
public services, particularly 
education, is exceptional. By 
any criteria, Denmark is a 
pleasant place to live. True, 
the language is challenging. 
Reassuringly, though, the 
taxi drivers speak English, 
which is rarely the case in 
New York. And the facts and 
figures support these 
superficial impressions. In 
1996, incomes per head In 
Denmark were around 20 per 
cent higher than in the US 
(the rise in the dollar since 
then will have reduced this 
differential). 

Still, we must get down to 
work and discuss the crisis. 
Taxes in Denmark are. 
nearly 60 per cent of . 
national income, the highest 
national figure of any 
country in the world. The 
labour market is heavily 
regulated. Even in the 
private sector, more than 90 
per cent of the workforce is 
in trades unions. They work 
closely with employers and 
government in one of the 
most corporatist of 
European economies. It is 
well known that this 
co mbinati on Is restricting 
growth, stunting innovation 
and damag in g employment 

But what is well known is 
not always true. The Danish 


economy did experience a 
difficult phase in the 1980s. 
During the “blue period” - a 
decade of Conservative 
government - there was 
some restructuring and 
reform. But since the Social 
Democrats returned to 
power in 1993. Denmark has 
grown at the same rate as 
the US. and well ahead of 
the world average. 

But what is most well 
known is the devastating 
effect an employment and 
unemployment of the 
European social modeL And 
unemployment is indeed 
higher in Denmark than in 
the US. Hie gap narrows 
when you adopt the 
standardised basis created 
by the OECD - 6 per cent in 
1996 as against 5.4 per emit 
in America. However, the 
OECD standardisation does 
not adjust for differences in 
the prison population. Since 
there are 1.7m people injad 
in the US, and only just over 
3.000 in D enmar k, this is 
important If we add the 
proportion of the population 
Incarcerated to the 
proportion unemployed. 6.6 
per cent of Americans were 
out of work in 1996 and 6.1 
per cent of Danes. 

There is a simple 
explanation for the 
difference in unemployment 
Young men who in D enmar k 
are at home watching 


television and desultorily 
looking for employment are 
in jail in the US and 
therefore out of the 
unemployment statistics. 
Since there is much less 
crime in Denmark than in 
America, it is not clear that 
the Danes have got it wrong. 

But there is a strong 
feeling on the part of the 
Danes that they have indeed 
got it wrong, which is why 
we are all at this co nf erence. 
Whether or not there is 
indeed a crisis in the 
European social model itself, 
there is certainly a crisis of 
confidence in the European 
social modeL For many of 
those who attend meetings 
such as these, the existence 
of the problem is self-evident 
and only the means of 
tackling It needs to be 
discussed. We are told that 
the era of the high-spending 
state, in which business is 
governed by both explicit 
and consensual regulation, 
is clearly over. And. that the 
day of the stakeholder 
company is at an end. The 
European social model is at 
best a transitional form of 
capitalism, a staging post on 
the route to a full market 
economy. 

And yet the undeniable 
fact is that, if you are 
looking for the world’s most 
successful economies, "small 
west European state" Is 
more or less the best • 
predictor you can find 
Denmark ranks along with 
Norway, Switzerland 
Austria and Luxembourg in 


W ELCmE To P^l/WAe<— WttftT NOUS’ of 
.fcgnftlN A-NO TlfE Of Tfte' 

UNDB/H-OP6& W3£U>?] : 




eem 


any list of countries with 
high living standards. And 
all these countries have 
other common 
characteristics: high, almost 
stiffing, levels of social 
cohesion and interlocking 
networks of corporations, 
employers and workers’ 
organisations and the state - 
the principal features of the 
supposedly defunct 
European social model. 

These examples attract 
little serious attention. The 
shelves of the Said Business 
School library groan with 
volumes about chaebol - 
Korea’s conglomerates - and 
kehvtsu, the Japanese 
business groupings. The 
books on China stretch the 
length of the Great Wall. But 
you win look in vain for 
titles like Great 
Entrepreneurs of Norway, 

The Coming Economic 
Powerhouse - Denmark ; 
Iceland - Europe's Tiger 
Economy. This is not 
because we have not bought 
the books, it is because no 
one has written them. When 
our students go on study 
trips they do not fly to 
Luxembourg or Finland. 

And when the business elite 
meets in Davos, they 
appreciate Switzerland for 
its snow, sun and scenery, 
not as the world’s most 
successful economy. 

Perhaps some rethinking 
is in order. The Danes are 
anxious to participate in 
fashionable discussion of the 
crisis facing the European 
social modeL There is a 
deep-seated angst in the 
Danish character. This is the 
country of Hamlet, Hans 
Christian Andersen and 
I Carisberg Special lager. 

They worry about whether 
they deserve their good 
fortune, and are fearful uf 
whether it will continue. But 
beneath it all they know that 
their system works. And 
they do not need lectures 

about their crisis. It Is time 
to go back to London. 

John 

The author is the Peter 

the Said 
School at Oxford 
University and a director of 
London Economics. This 
COlumn WPears fbnnighUy, 
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" d ^f 0l P h Gr »° lave 
Deen £»« of an unofficial mandarin^ 
that for the pa* half-century, has 
ruled over artistic Mew York. Though 
K T* f0r movies ^SBwSi* 02 the 
vf ,n ; ^“ n *» baffle;, and the stage 

(Applause. Beds Are Ringing") is never 
jar from view, this season they are 
ha ^ ne a particularly lively time of it 
♦k .7 have written a new book for 
the Metropolitan Opera’s Christmas 
J e . Production of Die Fledermaus. 

JtSJPS musicaI Do-te-i *i is to be 
ousted off at City Center in the spring, 
and two of their best-known shows 
have Just opened on Broadway; Peter 
Pan, which has its eye on the Christ- 
mas crowd; and the 1944 musical, On 
we Town, which has somewhat loftier 
targets. 

On the Town, for which Comden and 
Green wrote book and lyrics to 
complement Leonard Bernstein’s 
music, follows three young sailors 
on a 24-hour shore leave in the summer 
of 1944, before they are shipped off to 
sea. 

Though the wartime setting gives the 
story a heightened poignancy, violence 
and destruction barely shadow the 
young men's peregrinations; the cre- 

S rs focus instead on Rodgers and 
t’s notion of Manhattan as “an isle 
of joy." The men’s mission is to track 
down a local beauty queen whose pho- 
tograph they have seen in the subway, 
and before their furlough is over they 
bump up against as varied an assort- 
ment of New York nuts as have ever 
rolled across a stage. 

This diversity provides George C. 
Wolfe, the director of the revival, with 
the ingredients for an eye-opening re- 
imagining of the piece, but he opts for 
a fairly straightforward approach, and 
the result is an evening of only inter- 
mittent pleasures. Perhaps Wolfe felt 
that it was sufficient to update On the 
Town's casting, to make the largely 
white faces of previous productions 
more rain bow -hued, and that to offer a 
more thoroughly revisionist take would 
be to distort the pgspnHaTiy madcap 
nature of the material. The decision to 
play safe, however, provides little more 
Jfen an occasion for us to hear On the 
juum's many well-known songs. 

When this production was presented 
two summers ago. in Central Park, the 
show had more justification. To sit 
outdoors under the moonlight, as the 
city skyline in the distance made 
the need for stage sets almost 
superfluous, was to believe, however 
down and defeated your day, that Man- 
hattan was the modern world’s most 
romantic of playgrounds. Songs like 
"New York, New York" and "Carried 
Away" rode the breeze and stayed in 
your head for days. And the tickets 
were free. 


THE ARTS 



Hie women, not the randy sailors on leave, are the most dynamic, NgMy-sexed characters on the stage: Jesse Tyler Ferguson and Lea DeLaria as Chip and HiEdy 

Playing it safe on Broadway 

Brendan Lemon explains why this revival of Bernstein’s musical ‘On The Town’ fared better in Central Park 


Now that the show has been moved 
indoors, to the barn-like Gershwin 
Theatre, and tickets cost more than 
most second world war workers made 
in a month, it is more difficult to disre- 
gard one's reservations. 

Instead of the real Belvedere Castle 
hovering behind the action, we have a 
vintage-postcard version of it Instead 
of lacklustre choreography by Eliot 
Feld (the original was by Jerome Rob- 
bins) we have lacklustre choreography 
by Keith Young. And instead of actors 
speaking loudly, to be beard above real 


taxi horns nearby, we have actors 
speaking loudly, ruining any chance of 
conveying quiet heartbreak. 

For while the musical celebrates the 
exuberance of New York life, it does 
not neglect the rending sadness that 
can accompany all the excitement. 
"Lonely Town," for example, is as ach- 
ing an urban lament as any American 
has written, but Wolfe stages it not 
by placing the sailor singing it in, 
say, a simple spotlight downstage, but 
on a gigantic, fully illuminated bridge 
that is the production’s main backdrop. 


At other times, however. Wolfe is fully 
capable of suiting staging to mood. 
“Some Other Time", a quartet coming 
as the sailors are about to return to 
ship, is absolutely beautiful. 

The cast of this revival is. on the 
whole, superior to Wolfe’s staging. The 
sailors (Robert Montano. Jesse Tyler 
Ferguson. Perry Laylon Ojeda) are all 
quite good, and the comic characters 
(particularly Mary Testa as the bibu- 
lous voice teacber. Madame Dilly) often 
a delight. 

But what verve the show manages to 


convey comes mostly from its lead act- 
resses - Lea DeLaria as the brassy taxi 
driver. Hildy Esterhazy. and Sarah 
Know] ton as the anthropologist. Claire 
DeLoone. It is yet another of Comden 
and Green's gifts to have taken a story 
featuring the randiest of the randy - 
sailors on leave - and make not the 
men but their women the most 
dynamic, highly-sexed characters on 
tbe stage. 

‘On The Town’, Gershwin Theatre, Broad- 
way, New York 


NEWYORK MET RECITAL 

Pavarotti 
in distress 

The 4,000- Beat house was packed 
Sunday afternoon. Anyone who was 
anyone had to be there. TV cameras 
were watching. Tickets cost as much 
as $1,000, post-p e rformance dinner 
included. Push-button cheers gre eted 
the embattled hero at every slow turn. 
Byes cast upward, hands clutching 
heart, he basked in de rigueur 
standing ovations at the end. When 
tbe great gold curtain finally fell, it 
trapped the protagonist dangerously in 
its folds. Undaunted, be emerged 
beaming to receive onstage accolades 
Tram his colleagues, assembled 
politicos and tbe proud management. 
Luciano Pavarotti was back at the 
Metropolitan Opera. 

This was no ordinary garden-variety 
comeback. Pavarotti, 63 according to 
most sources, has had his share of 
troubles lately. He underwent hip and 
knee replacement surgery this 
summer, accompanied by rather 
drastic weight loss. His personal life, 
soap-operatic by any Italian standard, 
has become fodder for gossip 
columnists. His glorious voice isn’t 
what it used to be; nor, we are told, is 
his glorious exchequer. He has 
cancelled numerous engagements, 
including a series or Toscas at the Met 
His future on the operatic stage is 
fraught with questions. But here he 
was, and here be had to be. This was 
the 30th anniversary of his local debut 
and his 360th - possibly final - 
appearance with the company. 

Sadly, the tenorissimo did not 
triumph. In three cautiously chosen 
acts from three jarringly different 
operas separated with endless 
intervals, he performed like an artist 
in distress at career twilight. He made 
most of his entrances and exits on the 
arms of costumed assistants, sat 
wherever possible, stole sips of water 
between vocal flights. He sounded 
uncharacteristically tight and dry, 
especially at the outset. Long-ringing 
top tones, a vaunted Pavarotti 
specialty, were in short supply. He did 
muster some ravishing mesa voce 
effects, but little that could remind us 
of his historic bravado with the nine 
high Cs in La flUe du regiment A 
muted Pavarotti, it might be argued, is 
no Pavarotti at all. 

The not-so-festive festivities began 
with Act Two of Donizetti's L'elisir 
d'amore, selected no doubt so the idol 
could deliver "Una fortiva Iagrfma" 







Modem look at Greek tragedy 


THEATRE 

AjBSTAIR MACAULA Y 

The SuppBants 

Gate Theatre, London Wll 

Greek tragedy - like the concerto in 
classical music - is about the tension 
between one voice and many. The cho- 
rus is where it all began, and in the 
oldest Greek tragedies, those written 
by Aeschylus (C-525-456SC). the role of 
the chorus is especially forceful. Of his 
seven surviving Rial's, The Suppliants 
begins and ends with the chorus in full 
flood. Largely for that reason (also 
because the play is set very early in 
Greek mythology), it was assumed that 
this was the earliest and most primi- 
tive of plays by Aeschylus to survive, 
in recent years, however, thinking on 
this has changed; now The Suppliants 
considered a mature and sophisti- 
cated tragedy; and there is evidence 
that tt may have won first prize to 463 
BC (with Sophocles second). 

What we have needed, however. Is to 
see it onstage. Aeschylus's reputation 
in our modern theatre rests far too 
largely upon his famous Oresteia tril- 
ogy. The fact that the protagonist of 
his Prometheus Bound is bound to the 
rock throughout the play was once 
thought to be a major dramatic prob- 
lem: but surely this is no problem now 
for audiences who have seen. In Beck- 
ett’s Happy Days. Winnie up to her 


waist, and then her neck, in earth: or 
Beth, in Pinter’s Landscape, immobile 
to her armchair. The Gate Theatre - 
which has built so impressive a record 
during the 1990s for staging tragedies 
by Euripides - has now revived The 
Suppliants; and, just as one might 
hope, it becomes a very different play 
onstage than on the page: altogether 
more expressionist and more modern. 

The “suppliants” of this play are the 
legendary Danaids, fleeing back to 


The legendary Danaids 
are fleeing sexual 
violation and enforced 
marriage in Egypt to 
their male first cousins 


their native Greece from “cousin-rape" 
- from sexual violation and enforced 
marriage in Egypt to their male first 
cousins. Thanks to the feminism of 
recent decades, and thanks, alas, to the 
mass crimes of recent warfare, the 
threat of collective rape has surely 
become a far more real and disturbing 
subject for drama than it would have 
seemed to readers of Aeschylus earlier 
in this century. As The Suppkunts has 
been translated and directed by James 
Kerr, the central subject of the play 
becomes the collective psyche of these 


girls: which reaches a climax of quasi- 
incoherent hysteria when they are 
threatened with recapture by the 
envoys of their cousins. 

The skiD of Kerr's reading of the play 
is its restraint The “hysteria" of these 
girls is not expressed in wild or loud or 
uncontrolled language and behaviour. 
Rather the opposite. When they are 
under threat, it becomes an effort even 
to give voice; then their language itself 
breaks down into ungrammatical 
shards and isolated words; finally, they 
become silent and start to approach 
their oppressors, as if hypnotised out of 
their sanctuary. 

At times, admittedly, Kerr pushes his 
restraint too far. There are several 
exaggeratedly prolonged pauses: and 
tbe male characters, especially Danaus, 
are too one- dimensional. But the 
strength of this production is that the 
big choral odes are musically con- 
ceived, composed by Mick Sands as 
webs of Eastern Mediterranean vocal 
polyphony, with lines also spoken by 
single voices so that the expression 
hits us on several levels. (The first cho- 
rus is commenced in Greek. Gradually, 
tbe play shifts into English.) 

The greatest challenge in staging 
Greek tragedy today is in the issue of 
realising tbe musical values of the cho- 
ral writing; and the Gate’s staging of 
The Suppliants is primarily a lyrical 
experience, in which lyricism becomes 
fraught with the ebb and flow of female 
hope and despair. 



A lyncal experience: Jennifer Knight and Jtiia Worley m James Ken’s production Aian*M* 


one more time. He did so 
introspectively - everything is relative 

- and with some effort. Elsewhere, he 
managed to execute a few jerky dance 
steps (“Look, Mama, Tm moving!”), 
and, occasionally reminding himself 
that this wasn't a concert, offered 
some grimaces and gestures that 
might be confused with acting. The 
surrounding charade was rather 
awkward. John Copley’s cutesy 
production and Beni Montresor’s 
candy-box flats hardly represent the 
Met at its best Ruth Ann Swenson 
chirped very prettily as Adina, while 
Roberto De Candia blustered clumsily 
as Bel core, and Leo Nucci - a baritone 
straining to impersonate a basso buffo 

- worked hard as Dulcamara. James 
Levine seemed distracted in the pit 

Since Act Three of La bo heme made 
minfrnai demands on Pavarotti, the 
audience could concentrate here on the 
postcard kitsch of Franco Zeffirelli's 
overpopulated production. Daniela 
Dessi came aH the way from Italy to 
sing a slightly shrill mini-Mimi, with 
Ainhoa Arteta and Dwayne Croft 
providing stalwart support as Musette 
and Marcello. Tbe most powerful 
contribution to the afternoon came 
from Dolora Zajick, who gave a 
tear-ont-the-guts performance as 
Amneris to tbe Judgment Scene of 
Aida. In the tender valedictory that 
followed, Maria Gnleghina nearly 
choked on tbe heroine’s ascending 
pianissimo phrases, but Pavarotti sang 
Radames with unexpected sweetness, 
pur ity and ease. It was little, alas, and 
it was late. 

Martin Bemheimer 
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there since 1993, and the display 
includes a range ol collaborative 
works - posters, prints and 
postcards; to Nov 29 


HELSINKI 

DANCE 

Finnish National Ballet 
Teh 358-9-403 021 
Giselle: staging by Sytvie 
GuiBem. With sets and costumes 
by Ramon B Ivars. Conducted by 
David Garfoto; Nov 26, 28 

OPERA 

Finnish National Opera 
Tel: 359-9403 027 
Anna Bolena: by Donizetti. 
Conducted by Maurizio Barbadni 
in a new staging by Jussi Tapoia, 
with designs by Anna Kontek; 
Nov 27 


HUDDERSFIELD 

CONCERTS 

Huddersfield Contemporary 

Muse Festival 

Tel: 44-1484-430 528 

• Elliott Carter 90th Birthday 
Trtouie: works by Carter, 
including the European premiere 
of his Piano Quintet, performed 
by the Arditti String Quartet and 
pianist Ursula Op pens; St Paul's 
Halt Nov 27 

• Northern Sinfonia: conducted 
by Thierry Fischer in Simon 
Holt's Triptych, and Diana 
Burners Clarinet Concerto. With 
ceBo soloist Zoe Martlaw and 
clarinet soloist Robert Plane; 

Nov 26 

• Punch and Judy: Music 
Theatre Wales. Music by 
Harrison Birtwistle, performed by 


six singers and 15 musicians. 
Directed by Michael Rafferty, 
with a libretto by Stephen 
Pruslin; Lawrence BatJey Theatre; 
Nov 28 


LONDON 

CONCERTS 
Barbican Hall 

Tel: 44-1714538 8891 
London Symphony Orchestra: Sir 
Colin Davis conducts a series of 
works by Elgar; Nov 25 

Royal Festival Hall 
Td: 44-171-960 4242 
Estonian Philharmonic Chamber 
Choir with the Tallinn Chamber 
Orchestra. Tonu Kaljuste 
conducts work by Estonian 
composers ErkkPSven Tour and 
Arvo Part Nov 26 

OPERA 

English National Opera, 

London Coliseum 
Td: 44-171-632 8300 
Boris Godunov, by Mussorgsky. 
Conducted by Paul Daniel in a 
new staging by Francesca 
Zambello, with sets by Hildegard 
Bechtter. John Tomlinson sings 
toe title role: Nov 27 


MUNICH 

CONCERTS 
PNlharmonie Gastaig 
Tel: 49-89-5481 8181 
Danish National Radio Symphony 
Orchestra: conducted by 
Gennadij Roshdestvenskij In 
works by Nielsen, Shostakovich. 
Rachmaninov and Stravinsky. 
With violin soloist Viktoria 
Mullova and pianist Viktoria 


Postnlkova; Nov 26 
• Sabine Meyer in works for 
clarinet by Mozart, with toe 
Camerata Academics des 
Mozarteums Salzburg conducted 
by Alexander Janlczek. and 
bassoon soloist Dantele 
Damiano; Nov 28 


NEW YORK 

EXHIBITION 

Pierpont Morgan Library 

Tel: 1-212-685 0008 
Charles Dickens - A Christmas 
Carol: the manuscript of 
Dickens's novel is the 
centrepiece of this holiday 
exhibition. Also on view are 
several other items relating to toe 
work; to Jan 3 

Whitney Museum of American 
Art 

Td: 1-212-3272801 
Mark Rothko; major retrospective 
of the American abstract artist, 
including loans from Europe and 
Japan. The 10Q works on display 
encompass all phases of 
Rothko's career, from the late 
1920s to 1970, with an emphasis 
placed on toe so-called surrealist 
and classic periods. The show 
will travel to toe MusOe d'Art 
Modeme de la VlUe in Paris; to 
Nov 29 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 
www.metcpera.org 
La Boheme: by Puccini. With 
Julius Rudei conducting and a 
cast which includes Francesca 
Pedad. Gwynne Geyer and 


Vladimir Grishko; Nov 25 


PARIS 

CONCERTS 
Salle Pleyel 

Tel: 33-1-4561 6589 
Orchestra de Paris: conducted 
by Frans Bruggen in works by 
Schumann and Mendelssohn. 
With violin soloist Thomas 
Zehetmain Nov 25. 26 

EXHIBITION 
Espaoe EJectra 
Tel: 33-1-4284 2360 
Photographic Fictions: to ■ 

Jan 1 

OPERA 

Op&ra National de Paris, Opera 
Bastille 

Tel: 33-1-4473 1300 
www.opera-de-paris.fr 
The Merry Widow: by Franz 
Lehdr. Conducted by Armin 
Jordan and with a cast including 
Frederica von Stade and Hakan 
Hagegard: Nov 25. 27 


SAN FRANCISCO 

CONCERTS 
Dairies Symphony Had 
Td: 1-415-864 6000 
www.sisymphony.org 
San Francisco Symphony 
Orchestra: conducted by Michael 
Tilson Thomas In works by 
Haydn, Shostakovich and 
Brahms. With piano soloist 
Vladimir Fehsman; 

NOV 25. 27. 28 

OPERA 

San Francisco Opera, War 
Memorial Opera House 


Tel: 1-415-864 3330 

www.sfopera.com 

Norma: by Bellini. Conducted by 

Patrick Summers in a staging by 

Andrew Sinclair, with sets by 

JosO Varona. The title role is 

sung by Carol Van ess: Nov 28 


TOKYO 

CONCERT 
Suntory Hall 
Td: 81-3-3584 9999 
Tokyo Metropolitan Symphony 
Orchestra: conducted by Gary 
Bertini in works by Mozart. With 
violin soloist Asako Umshlhara; 
Nov 26 


■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 


• CNN International 
Monday to Friday, GMT: 

0&30: Moneyline with Lou Dobbs 
1&30: Business Asa 
19.30: World Business Today 
Z jLQ to Wortd Business Today 
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C ash was not king 
after all. 

The CS stock 
market's slide in 
late August and September 
halted the all-stock acquisi- 
tions that had powered the 
merger wave of the late 
1990s. And that, in turn, 
seemed set to open the field 
to a new breed of buyer, the 
cash-rich companies and 
buy-out funds which had 
been waiting for just this 
eventuality to snap up acqui- 
sitions on the cheap. 

This week, however, 
things have returned to 
what was normal during the 
great bull market. 

The Standard & Poor's 500 
index bounced back to a new 
record on Monday, the same 
day that a batch or mergers 
worth nearly S40bn was 
unveiled. Most of these deals 
are powered by the same 
fuel that had sent the 
merger and acquisition busi- 
ness into orbit before: highly 
valued stock. 

"Deals take weeks, or 
months, to do. It's not as 
though confidence came 
back last Wednesday and the 
deals all got done over the 
weekend." said Mark Heller, 
head of M&A at Goldman 
Sachs. 

That may be the case. But 
it has taken the stock mar- 
ket's remarkable rebound to 
bring them to fruition. And 
for as long as share prices 
remain buoyant, it seems a 
fair bet that the merger 
scramble will be on again - 
for better or worse. 

Consider serial acquirer 
Tyco International, a fast- 
growing conglomerate now 
worth over S20bn. While its 
shares languished. Tyco 
notched up two acquisitions 
for a combined S500m in 
cash. But a -to per cent 
rebound in its stock price in 
a matter of weeks catapulted 
the company back into the 
big league. This week it 
came up with an Sll.3bn all- 
share bid Tor a maker of elec- 
trical connectors called 
AMP. surpassing a rival 
offer of S9.7bn in hard cash. 

Take the purchase of Net- 
scape by America Online, 
announced yesterday. Was 
there industrial logic to the 
union? Certainly. But there 
was also the powerful logic 
of the stock market. 

The gold-rush mentality 
that has infected investors 
in internet media companies 
has driven AOL’s shares up 
by a factor of four this year 


Caution to 
the winds 

The stock market rebound has revived 
merger mania on WaJI Street. But how 
long can it last, asks Richard Waters 
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AOL is now worth nearly as 
much as General Motors, the 
world's largest manufactur- 
ing company. Netscape was 
left in the dust 

The stock market rebound 
has done more than simply 
provide the ammuni tion for 
acquisitions. It has also had 
a powerful effect on the con- 
fidence of corporate chief- 
tains. 

“They're like you or me: if 
you think things are going 
to be bad next year, you 
don't make that discretion- 
ary purchase you were 
thinking about," said Morton 
Pierce, head of M&A at 
Dewey Ballantine, a New 
York law firm. 

In the depths of the finan- 
cial market crisis this 
autumn, confidence was a 
commodity that was in short 
supply. And though the US 
economy is still expected to 
slow next year, high share 
prices have allowed com- 
pany bosses to start strut- 
ting again. 

If the financial markets 
hold up, there is every rea- 
son to believe that the acqui- 
sitions will flow freely again. 

That Is a big “if. of 
course: the stock market's 
rebound has come despite a 


worsening outlook for corpo- 
rate profits, which ulti- 
mately support share prices. 

“In the long run. earnings 
expectations seem overly 
optimistic," adds John Lip- 
sky. chief economist at 
Chase Manhattan. If any- 
thing. though, this may 
increase the press of merg- 
ers. as companies rush to 
complete their deals while 
the financial wind is still 
behind them. 


Two giant 
mergers agreed in 
the spring have 
had a bumpy ride 


What makes this all the 
more remarkable is the 
ample evidence that mergers 
often do not work out for the 
best. The academic debate 
on this has raged since the 
1980s. and it will take some 
years before before the bene- 
fits - or otherwise - of the 
supposed wave of "strategic" 
mergers of the 1990s can be 
fully assessed. 

It does not take a business 


school professor, however, to 
see the sorts of problems 
that can arise. That has been 
particularly true recently In 
the financial services indus- 
try - a sector which Is likely 
to return to the forefront of 
merger activity following 
this week's news that Deut- 
sche Bank is close to agree- 
ing a $9.7bn purchase of 
Bankers Trust. 

Two giant mergers agreed 
in the spring have had a 
bumpy ride. Both Bank- 
America and Citigroup - 
now the two biggest finan- 
cial companies in America - 
jettisoned their heirs appar- 
ent within weeks of mergers. 
Even Sandy Weill, the Citi 
group co-chairman whose 
dealmaking s kills are legend- 
ary, has stumbled over the 
job of combining the very 
different cultures of a com- 
mercial and an investment 
bank. 

This should raise a warn- 
ing as merger activity enters 
a new phase. Most corporate 
combinations so far have 
been motivated by an 
attempt to save costs . says 
Mr Heller. These so-called 
“horizontal” mergers have 
largely involved combina- 
tions of regional rivals, 
bringing concentration of 
market share, lower unit 
costs and the promise of fat- 
ter profit margins. 

The mergers are now mov- 
ing on to a different stage. 
Increasingly, companies are 
driven by a belief that they 
can add something new to 
the companies they buy. 
whether it is management 
skills, new products or a dif- 
ferent distribution system. 

In the same way that Citi- 
group hopes to cross-sell 
insurance products to credit 
card customers. AT&T plans 
to sell telephone service to 
the cable television custom- 
ers of TCI. a company for 
which it is paying nearly 
SdQbn. 

These more ambitious 
deals are also starting to 
leap across continents, with 
companies like Daimler and 
Deutsche Bank reaching into 
the US to buy skills and 
products they have not been 
able to develop themselves. 

History might suggest that 
investors should approach 
such mergers with extreme 
care. But as long as the 
stock markets are roaring, it 
seems a safe bet that inves- 
tors and the companies they 
own will be tempted to 
throw caution to the winds. 



LETTERS TO THE EDITOR 


Corporate 
paternalism 
that rings 
Chinese bells 

Prom Lord HoskeL 

Sir. Lucy Kellaway’s “Big 
shots miss the target n 
(November 16 ) about the 
SAS software company rang 
a bell. 

It reminded me of two 
wool textile companies that 
also retained their workers 
by offering them homes, 
schools, hospitals, good food, 
and entertainment on or 
near the premises. They 
went further, by providing 
transport, holidays and 
other benefits. Neither 
company offered vast sala- 
ries or expensive stock 
options. 

Which are these compa- 
nies? One is near Beijing, 
which like many other Chi- 
nese companies Introduced 
these policies after the Com- 
munists came to power, and 
where my company. Ferrous, 
was responsible for provid- 
ing new finishing 
technology during the 
1380s. 

The other is Saits of Sal- 
taire, near Bradford, which 
introduced these welfare pol- 
icies over a hundred years 
ago. 

HaskeL 

12 Rosemout Road, 
Richmond, 

Surrey TW10 6QL, UK 


UK businesses pay out too much in 
dividends and invest too little in R&D 


From Mr John J. Flynn. 

The recent letters regard- 
ing dividend policy and the 
article by Peter Mandelson, 
trade and industry secretary, 
on competitiveness (Novem- 
ber 20) raises the question of 
British industries' invest- 
ment in competitiveness and 
long-term wealth creation. 

While the definition of div- 
idends varies across the 
world. It Is worrying to find 
that shareholders in UK 
companies earn twice as 
much as their European and 
Aslan competitors in terms 
of dividends as a percentage 
of sales revenue. 


it is equally of concern to 
discover that UK companies 
only invest half that of their 
competitors in research and 
development. In major com- 
panies across the world, divi- 
dends average out at approx- 
imately one-third of that 
spent on R&D, while UK 
shareholders draw off the 
equivalent of one .and one- 
third. These figures are 
drawn from the Department 
of Trade and Industry statis- 
tics. 

Until British business, and 
its shareholders, learn that 
in order to just stand still it 
must invest as much as its 


competitors, it will continue 
to lose ground In the world#; 
markets. 

Growth, in terms of mar- 
ket share, and wealth cre- 
ation. can only be achieved 
through investment in 
research, training, produc- 
tivity. sales and marketing, 
etc. This must be equal to or 
greater than our competi- 
tors; a lesson they have 
learnt and we appear yet to 
accept. 

John J. Flynn. 

6 Spinis, 

Bracknell, 

Berkshire, RGi2 8XA, UK 


Stand on democracy from House of Lords i 
is good case for its existence 


From Mr John Szemerey. - 

Sir. Bravo for the House of 
Lords ("Aristocrats no demo- 
crats. say critics” November 
19). 

By rejecting a government 
bill that would enable the 
political parties to decide 
most of Britain's future 
members of the European 
parliament irrespective of 
the wishes of the electorate 
- which is what fixed lists of 
candidates actually do - the 
House of Lords has done two 
things: 

First, it is fighting for 
democracy by giving the 


elector the right to vote for 
an individual candidate 
inatwad of just offering him a 
choice between two, three or 
more fixed party lists. Not 
even Tony Blair’s image 
police can pretend that all 
candidates on the electoral 
list of a party have identical 
views. It is right and 
democratic that the elector 
should be able to choose 
not only his preferred party 
but also the candidate who 
stands for the principles 
and ideas In which he 
believes. 

Second, it has made an 


excellent case for itself, for 
a second chamber of parlia- 
ment that is strong enough 
and sensible enough to 
question, improve or reject 
faulty or mistaken 
draft legislation that has 
been approved by the House 

Of Commons especially 

now. when there is a weak 
opposition and an unhealth- 
ily large government 
majority. 

John Szemerey, 

76 Mamixlaan, 

B-3090 OverUse. 

Belgium 


British business euro petition ‘short on argument’ 


Fhwi Mr Adrian Sells. 

Sir. As the debate on Euro- 
pean economic and mone- 
tary union hots up we will 
no doubt get used to adverts 
similar to the one printed in 
Monday's FT (November 23) 
purportedly representing the 
views of British business. 

Sadly, as so often with 
those defending the case for 
early Emu entry, the state- 
ment was short on argu- 


ment The only true conten- 
tion was that Emu win free 
companies within the euro 
area from the "uncertainties 
of exchange rate fluctua- 
tions”. Otherwise, this 
expression of business' 
natural self-interest apart, 
we were offered unsupported 
assertion and sophistry. 

The key phrase came in 
the fifth paragraph - “if it 
works well”. If Emu does not 


work well, then there will be 
no “low and stable interest 
rates and low inflation”, no 
promotion of "trade, invest- 
ment, and economic growth” 
and our entry would, in tec t, 
be seriously injurious to 
“our future prosperity”. 

Emu sceptics repeatedly 
put the case why monetary 
union is unlikely to work, 
why it is a flawed concept 
Can we please hear some 


arguments from Emu sup- 
porters about why it will 
work, not just nonsense 
based on the assumption 
that it will. Otherwise, 
what's wrong with wait and 
see ... for as long as 
possible. 

Adrian Sells, 

6 Goret Road, 

London SW11 6JE, 

UK 
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The most important lesson of Hurricane Mitch is to use aid to break the cycle of 
historical and natural catastrophes that has afflicted central America 
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A n exact calcula- 
tion will never be 
made of the 
human and mate- 
rial damage caused by Hurri- 
cane Mitch in central Amer- 
ica. But the worst-hit 
countries. Honduras and 
Nicaragua, may have lost a 
generation or more of eco- 
nomic progress. An enor- 
mous amount of humanitar- 
ian and reconstruction aid is 
needed, and there is no rea- 
son to delay its prompt 
arrival. 

It is important to ask, 
however, how this aid will 
be used. Before the hurri- 
cane, the countries of central 
America were extremely 
poor (Nicaragua has roughly 
the same income per person 
as Zambia and India). Tbey 
also suffered from grievous 
disparities of income (see 
chart). Although all govern- 
ments of the region now 
have elected civilian govern- 
ments. central America's 
history of civil wars, revolu- 
tion s. foreign interventions 
and dictatorships has left 
these new democracies 
extremely feeble. 

Official institutions 
remain riddled with crony- 
ism. Civil society is weak. 
The modest private sector, 
as in a haU of mirrors, 
reflects the public sector’s 
incompetence and corrup- 
tion. 

The backwardness of Hon- 
duras and Nicaragua are the 
result of natural and man- 
made catastrophes. The two 


are related- Even though the 
natural kind cannot be 
averted, man magnifies the 
consequences. In 1972, an 
earthquake destroyed Nica- 
ragua’s capital. In 1975. Hur- 
ricane Hfi devastated Hon- 
duras. The aid available then 
did nothing to improve the 
condition of either country 
and may, in some respects, 
have made matters worse. 

Anastas! o Somoza, the for- 
mer Nicaraguan dictator, 
said the earthquake that laid 
waste his country’s capital 
represented a “revolution of 
opportunity” because it cre- 
ated new prospects for 
investment and attracted 
infusions of financial sup- 
port. In practice, the "revolu- 
tion of opportunity” and 
much of the aid ended up In 
the pockets of Somoza and 
his cronies - with the result 
that another kind of revolu- 
tion erupted seven years 
later. This led to dvfl war. 
American and Soviet 
involvement, and two 
decades later, a level of 
income per bead that fallen 
back to the point it had been 
40 years ago. 

This time, international 
aid should be used to break 
the cycle of historical and 
manmade catastrophes. It 
can do this by changing 
spending priorities in five 
areas: 

• Natural protection 
against natural disaster. 
Massive deforestation is to 
blame for a major part of the 
itamag p from the hurricane 



because without the barrier 
of the trees, there was noth- 
ing to break the floodwaters. 
The international commu- 
nity should consider a super- 
vised ban on timber exports 
until plans are devised for 
the sustainable exploitation 
of the forests. Aid might also 
be directed to projects that 
conserve nature and restore 
natural ecosystems. 

• Government Despite the 
emergency, efforts must also 
be made to strengthen demo- 
cratic institutions, especially 
watchdog agencies and judi- 
cial systems, to ensure aid is 
not stolen, as it was in the 
past The worst possible out- 
come would be the ineffi- 
cient or corrupt manage- 
meat of international aid, 
leading to a further erosion 
of citizens’ confidence in 
their own governments. 

• The poor. International 
reconstruction efforts must 
be focused on the needs of 
poor neighbourhoods and 
communities. ft should not 
be administered indiscrimi- 
nately or benefit families 
with the means to help 
themselves. 

• Armies. For the first time 
in their history, the Hon- 
duran and Nicaraguan 
armed forces answer to civil- 
ian governments. These 
armies mo stly possess weap- 
ons - such as tank*? - that 
do not properly serve 
regional security needs. 
They do not have bulldozers 
or transport vehicles needed 
to deal with natural dlsas- 
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ters. This is the time to pro- 
vide aid to the armed forces, 
and training in how to use 
it, which would prepare the 
countries for future emer- 
gencies. This may also help 
in the management of one of 
the most sensitive aspects of 
the transition to democracy: 
the status and role of mili- j L 
tary forces. ▼ 

• Regional trade. Aid could 
help to promote economic 
and political integration of 
the central American repub- 
lics. The hurricane has 
shown how interdependent 
they all are. The fallen 
bridges in Honduras and 
Nicaragua have devastated 
commerce throughout the 
region. Poverty will surely 
propel massive flows of 
migrants - not only towards 
the US but also to Costa 
Rica. Why not take advan- 
tage of the moment to create 
regional agencies with 
authority to manage 
regional development pro- 
jects? The idea Is the same 
as that advanced by Monnet 
and Schuman when they cre- 
ated the European Coal and 
Steel Community, the pre- 
cursor of the European 
Union. Central America 
needs a similar vision. 

If all this is done. Hurri- 
cane Mitch can launch a real fr 
revolution in opportunity, 
not be just another tragic 

Case Of miS Pinnag i emen t 

The author is an official at 
the Inter-American Develop- 
ment Bank 
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Mr Blair’s 
hard labour 


Tony Blair would like to think 
his second legislative pro- 
gramme, announced yesterday, 
shows the UK’s Labour govern- 
ment well into its stride. Critics 
will look for signs of breathless- 
ness as it approaches more diffi- 
cult terrain. 

After 19 months in office, the 
party machine spins off 
.^Impressive- sounding statistics of 
Success. Of the 177 manifesto 
commitments made before the 
election in May 1997, it claims 
that 63 have been fulfilled, 109 
are being implemented. Mr Blair 
must be given credit for starting 
briskly. But ticking off pledges 
savours of the glibness of opposi- 
tion. In Its second year in power, 
Mr Blair needs to show a deeper 
coherence of policies. 

To be sure. Labour's manage- 
ment of the economy has been 
prudent. The setting up of a 
Scottish parliament and assem- 
blies in Wales and Northern 
Ireland has gone - so far - better 
than many expected. And its 
welfare-to-work programme was 
pursued with commendable 
energy'. But the proposals in 
yesterday’s Queen’s Speech 
shows that it still has much to 
yo. not only in working out 
essential details but also in 
thinking through the broader 
architecture of its plans. 

Apart from the complex legisla- 
tion for the new Financial Ser- 
vices Authority, a series of law 
reforms and continuing work on 
reform of the health service, the 
forward agenda includes two big 
items of unfinished business: the 
welfare system and constitu- 
tional reform. 

On welfare, the general direc- 
tion of the government's policies 
is now clear. It wants to limit the 
growth of public expenditures, to 
push people off benefits into 


work where possible, and to 
refocus welfare payments on the 
most needy. But this necessarily 
implies an Increase in means 
testing and an erosion of the 
principle of universal benefit for 
those who have contributed. The 
long-promised white paper on 
pensions reform may make the 
government's overall strategy 
clearer. But there is no sign yet 
that it has solved the problem of 
bow to support those who cannot 
afford pensions while being fair 
to poorer people who - just - 
can. The pieces of the jigsaw still 
do not fit together. 

The proposal to abolish the vot- 
ing rights of heredity peers is an 
even clearer example of a policy 
that does not know where it is 
going. Mr Blair appears to have 
only the vaguest idea of what 
would replace the hereditary 
peers, and more to the point, 
what the job of a reformed upper 
chamber should be. In its present 
form, the Lords has shown a 
healthy tendency to challenge 
illiberal proposals. The govern- 
ment must expect that a more 
•'legitimate" chamber will be 
even more vigilant But far too 
little thought has been given to 
the implications of a new balance 
between the chambers, or. 
indeed, to a changed relationship 
between Westminster and 
devolved assemblies. 

Delay would have let in other 
desirable bills, such as a freedom 
of information act. and given the 
government more time for the 
bigger question of Britain's rela- 
tionship with toe euro-zone. This 
was a case in which Labour 
should have cared more about 
doing things right than doing 
them in a hurry. If Mr Blair can- 
not learn that lesson, his ambi- 
tions of making a historic change 
in British life will be frustrated. 


JPolish transition 


Poland is nul Russia. This is a 
simple enough geographical fact 
But it is also a message that the 
Polish government has been at 
great pains to stress to interna- 
tional investors, whose map of 
the world it fears might conflate 
the two. This week's transition 
report from the European Bank 
for Reconstruction and Develop- 
ment will help them in their task. 

Poland is the success story of 
the transition economies, the 
EBRD confirms. Output will be 
16 per cent higher this year than 
in 1989. when the former commu- 
nist countries of centra! and east- 
ern Europe began their difficult 
^ journey towards ;t market econ- 
* omy. Among tlie lending pack, 
the Cwh Republic, Hungary, the 
Slovak Republic and Slovenia are 
all more or less hack to where 
they were in 1989. 

A gradual but consistent pro- 
gramme of privatisation and 
structural reform has been com- 
bined with steady progress in 
bringing down interest rales and 
inflation. Next month, the infla- 
tion rate is set to fall below 10 
per cent. The Maastricht criteria 
have been used as a guide for 
fiscal policy. The Czech Republic 
may have got off to a faster start, 
and Hungary may have done a 
better job of shifting into higher 
value added sectors. But what 


stands out in Poland's success as 
been the continuity or the reform 
effort under shifting coalitions. 

This stands in stark contrast to 
Russia, where output this year 
will be just 55 per cent of the 1939 
total. The EBRD warns that 
international turbulence follow- 
ing Russia's devaluation and 
default will dent progress across 
the transition economies. But 
those that have succeeded in 
combining liberalisation, privati- 
sation and institutional reform 
are best placed to weather the 
global storm. 

Thus, seven years of strong, 
uninterrupted growth in Poland 
look set to continue. According to 
EBRD forecasts, the economy 
will expand by 5.2 per cent this 
year, and 5 per cent in 1999. This 
seems reasonable. Capital with- 
drawal has been modest and for- 
eign direct investment flows have 
proved robust. 

Poland must keep up the 
momentum for reform, sorting 
out its coal and steel industries 
and a fragmented agricultural 
sector that still engages some 25 
per cent of the labour force. Even 
if this is achieved, enlargement is 
likely to be a slow process, with 
the EU shamefully dragging its 
heels. But growth of 5 per cent, 
twice the EU average, should 
case the wait. 


Buying abroad 


mg the blizzard of mergers 
in need this week, there 1* an 
one out America Online and 
rape. BTU and Siebo. Tyco 
AMT - all are being consum- 
d within the same country , 
the projjuscd deal between 
iRcho Bank and Bankers 
t belongs to a different and 
riotislv riskier category: that 
c transatlantic takeover, 
is dues nul apply only to the 
irial services industry. Cor- 
h> history is strewn with 
lers l ram every sector: Blue 
w's purchase of Manpower, 
rt Maxwell's of Macmillan, 
ell Electronic's of Premier, 
.■d. there is no need to stop 
e Atlantic: think of Sony and 
Blhiit Pictures. 

U, in Milking, the traffic has 
two-way lit the 1980s. the 
Midland Bank fouled up 
ng Crocker of the US 
nd the sum* ume. refonnoT 
•K stock exchange prompted 
unks spend prodigiously 

in.' a pressure in 

result whs a bonanza for Hit 
icrs of old London stocky 
jug firms, and almost 

dv else- , 

how are those markets to he 
crated? With patience. Mnr 
Stanley and Goldman Stocks 
powerful positions in Eun* 
roves* roent bunking, having 


built their businesses from 
scratch. Merrill Lynch has 
acquired aggressively in recent 
years, but stuck to organic 
growth during the frenzy of the 
1980s. Indeed, it is too early to 
tell whether its more recent 
purchases, such as Mercury 
Asset Management in London, 
will pay off 

Deutsche Bank could justly 
claim it has been trying to build 
a US presence for years. Knee 
the process has proved too slow, 
it is now trying to accelerate iL 
But why was it slow? If Deutsche 
does not know how to succeed in 
the market, will a SiObn purchase 
show it Iiow? 

One must not be too pessimis- 
tic. When Grand Metropolitan 
bought PilJsbury of the US. the 
chief obstacle was Pillsbury s 
subsidiary Burger King - a busi- 
ness so moribund that it was 
widely regarded as a poison pill. 
Under British management. 
Burger King is now a serious 
competitor to McDonald s. 

With luck, Deutsche Bank can 
work the same trick with Bank- 
ers Trust. But the mam point 
holds. Not for nothing is America 
the home of shareholder capital- 
ism. in buying US assets, the 
contra! question - too se . 1 . do “ 
asked - is why the other side is 

selling- 


COMMENT & ANALYSIS 

Is Lafontaine half-baked? 


Martin Wolf says that, while many of the German finance minister’s ideas are misguided, he is 
right to open up the debate about economic co-ordination in post-Emu Europe 



O skar Lafontaine is not 
so much a breath of 
fresh air as a hurri- 
cane. In a remarkably 
short time. Germany's new 
finance minister has managed to 
shake most of the traditional ver- 
ities of the E u ro p ean economic 
landscape. 

He wants to: 

• Boost demand at home, with 
higher wages and lower taxes for 
the less well-off, while shifting 
the burden of taxation on to com- 
panies, mobile capital and envi- 
ronmentally polluting activities. 
• Encourage harmonisation in 
Europe, to sustain each country’s 
capacity to tax capital and pre- 
serve employment. 

• Persuade or cajole the Euro- 
pean Central Bank to shift its 
attention from price stability, 
towards growth and employment 
The first two of these are mod- 
estly harmful, at best Mr Lafon- 
taine 's belief that higher real 
wages are a necessary and suffi- 
cient condition for employment 
growth is unfounded. With a cen- 
tral bank determined to keep 
inflation low. higher nominal 
wages will mean higher real 
wages and lower profitability, 
hurting investment, growth and 
the ability to generate jobs. 

Tax harmonisation, on which 
hostilities have broken out 
between the British government 
and its European partners, is of 
virtually no relevance to the 
goals of the new government, 
while taxing mobile capital by 
agreement among members of 
the European Union is fruitless, 
because capital can go anywhere. 

Worse, premature and forced 
harmonisation of real wages and 
I conditions across the European 
I Union is by far the greatest 
long-term threat to employment 
, If it needs to be convinced, the 
German government needs only 
look at the industrial landscape 
of eastern Germany, blighted 
after the currency union with 
western Germany. 

Yet there is one respect in 
which the agenda advanced by 
Mr Lafontaine seems on the 
mark: a radically new environ- 
ment for macro-economic policy 
does need new mechanisms of co- 
ordination. Mr Lafontaine is 
going to the heart of the debate 
about how to manage the post- 
Emu European economy. 

The orthodoxy of the ECB is 
that co-ordination is unneces- 
sary. In this view, the central 
hank's job is to achieve price sta- 
bility, which it has defined as an 
increase of less than 2 per cent in 
the medium term, with the word 
“increase" suggesting that infla- 
tion should not fall below zero. 
Meanwhile governments should 
target a structural fiscal deficit of 
close to zero, in accordance with 
the EU's growth and stability 
pact; and liberalise markets for 
labour, capital and production of 
goods and services. Then - hey 
presto - the result will be growth 
and rising employment 
Many of the new ministers, 
notably Mr Lafontaine and Domi- 
nique Strauss-Kahn. his French 
counterpart disagree. To varying 
degrees, they want aggregate 
demand, the balance between fis- 
cal and monetary policies, and 
the exchange rate of the euro to 
be managed by governments and 
the ECB, cooperatively. 

In justifying this view, they 
point across the Atlantic, noting 
two features of US performance 
in the 1990s: Alan Greenspan’s 
activist monetary policy and Bill 
Clinton's decision to tighten the 
fiscal stance, to achieve lower 
interest rates. But, wrongly, they 


Dealers under 
Dorters’ orders 

“I have no understanding of 
shares,” says Arthur Docters van 
Leetiwen, a one-time spymaster 
who’s to be the next chairman of 
Dutch bourse watchdog STE. 

But he knows all abort 
risk-taking. Sacked nine months 
ago as the country’s chief public 
prosecutor after a dash with 
justice minister Winnie 
Sorgdrager, he refused 
successive severance offers in a 
saga which ended her cabinet 
career. Docters then upped the 
stakes, declining two other 
government jobs before agreeing 
to head the STE’s first full-time 
executive. 

Finance minister Gerrit Zalm, 
Docters’s new political boss, 
must be happy with the deal: if 
he hadn't landed Docters, the 
government faced a large golden 
handshake for the portly, 
bicycBng 53-year-old. And Zalm 
now has a heavyweight figure on 
to whom he can deflect the 
blame if there’s any recurrence of 
the fraud and insider dealing 
charges laid a year ago against 
prominent brokers on the 
Amsterdam exchange: 

Doctere, who started his career 
as a finance ministry official, says 
ha can take on any supervisory 
task: one of his previous jobs 
was running the Dutch 
counter-espionage agency. 

He joins the STE board fri 
January before taking over the 


ignore - or consider unimportant 
- the more competitive US 
labour markets, lower taxes and 
more limited welfare state. 

For governments and centra] 
bankers to disagree so pro- 
foundly on tbe underlying philos- 
ophy of macro-economic policy is 
troublesome, regardless of who is 
right The more at odds they are, 
tbe more chaotic the EU will 
look, particularly when things go 
wrong, as they are bound to do. 

The still greater danger, how- 
ever, is that neither side will get 
what it wants: the ECB will stick 
narrowly to its remit; govern- 
ments will not move further on 
fiscal consolidation; and struc- 
tural reforms will be avoided. 
The EU will remain a zone of 
slow growth and high unemploy- 
ment. Emu will be a paradise 
lost, not paradise gained. This 
win, in turn, damage the legiti- 
macy of Emu and the EU itself. 

So which side is right? The 
answer is both- In the long run. 
the ECB’s vision would work well 
enough, even without the mone- 
tary fine-tuning so characteristic 
of the Federal Reserve. Provided 
deflation were avoided, the com- 
bination of structural reform and 
fiscal consolidation would, in the 
end. lead to farther declines in 
nominal interest rates and 
increased employment and 
growth. 

Unfortunately, these outcomes 
would be delayed. There could 
first be yet another period of 


top Job next June. Dodgy dealers 
should expect no mercy. 

Audit room 

When Arthur Levitt, America's 
top securities regulator, attacked 
“accounting hocus-pocus” last 
month, he struck a chord across 
the border in Canada. 

Toronto watchdogs are worried 
about a spate of re-statements of 
accounts: they fear companies 
are massaging the numbers to 
meet analysts' expectations and 
prop up share prices in a skittish 
market. It’s a minefield for 
auditors who rely on the quality 
of information they get from 
company managements. 

Take the public mud-slinging 
over Canadian theatre company 
Liven t, A new management team 
headed by former Waft Disney 
president Michael Ovitz says 
Ljvent founder Garth Drab insky 
manipulated the accounts for 
years, overstating income by 
nearly C$1Q0m. Drab insky 
accuses Ovitz and his team of 
playing with the figures to 
discredit him and set a low base 
to flatter future performance. 

Caught In the middle are 
DeJoitte & Touche, Uverri’s 
auditors, which repeatedly signed 
off on Uvent's financial 
statements - and have now 
endorsed the vastly different 
re-audited results for 1996, 1997 
and the first quarter of 1998. 

This is not the first 
embarrassment for Deloitte’s. 
Regulators called In the firm to 


slow growth and rising unem- 
ployment, as happened in the 
1990s. Tbe patience of govern- 
ments and electorates would be 
sorely tried. 

There is. therefore, a powerful 
argument for greater policy co-or- 
dination. to accelerate the EU’s 
move towards increased demand 
and jobs. As Christopher Allsopp 
and David Vines of Oxford Uni- 
versity argue in an assessment of 
macroeconomic policy, “what is 
needed for Emu to succeed is 
labour-market reform, fiscal 
restraint, and an appropriate 
monetary policy to generate 
recovery, growth and reduced 
unemployment.” The challenge is 
bringing this happy policy combi- 
nation about 

The reason why achieving such 
co-ordination is difficult is clear 
enough. For any one country, 
even one with an independent 
central bank, the job Is relatively 
simple. If the government tight- 
ens fiscal policy and liberalises 

the labour market it can be at 
least moderately confident of a 
suitable response from the cen- 
tral bank. Such a response is 
even more likely if. as in tbe UK. 
the central bank has a single 
Inflation target, with an obliga- 
tion to avoid under- or over- 
shooting. or. as in the US. the 
central bank sees its role as pro- 
viding the fastest growth in nom- 
inal demand consistent with hit- 
ting the inflation target. 

Tbe position In the euro-zone is 


re-audit the 1996 books of YBM 
Magnex International, the magnet 
company whose shares have 
been Suspended since May while 
police investigate alleged 
connections with Russian 
organised crime - the original 
audit was done by a 
Pennsylvania firm. 

The re-audit enabled YBM to 
raise cseam on the Canadian 
markets at the end of 1997. 
Detortte's resigned the account 
this year saying they could not 
verify YBM's 1997 statements. 

Then waste metal company 
Philip Services saw its share 
price plummet when it re-stated 
its books back to 1995 after 
revelations of huge, undisclosed 
copper trading losses. Defoitte’s 
were again the auditors. 

Yesterday Detortte’s were 
refusing to comment on 
specifics, but said the cases 
were “isolated, complex and 
unique situations". The firm must 
be hoping their luck changes. 

Manuel's labours 

Manuel Pangiiinan is a very busy 
man - and is about to become 
busier. The head of conglomerate 
First Pacific yesterday added two 
more titles: president and chief 
executive of Philippine Long 
Distance Telephone Company, 
the country's leading carrier. 

None of his jobs is a pushover. 
The Asian financial crisis has 
ravaged some of First Pacific's 
holdings and Its Hong 
Kong-based bank is fending off 


different in two fundamental 
respects. 

First, there are 11 govern- 
ments. Suppose just one. even 
one as big as Germany, tightens 
fiscal policy lor keeps it tight 
during a slowdown) and liberal- 
ises markets. It may then expect 
no reward from the ECB. 

In the long run everything will 
adjust, as orthodox theory sug- 
gests. But the economist's lag is a 
politician's nightmare. In prac- 
tice. each government will be less 
willing to reform because it does 
not expect any reward from the 
monetary authorities. It faces a 
prisoner's dilemma, as Allsopp 
and Vines note, “since the costs 
of labour market reform or of fis- 
cal consolidation look large if not 
compensated for by monetary 
relaxation." 

The solution to this dilemma is 
for all EU countries to change 
their policies together. That pro- 
vides a justification for the Maas- 
tricht rules and even the restric- 
tions imposed by the growth and 
stability pact Similarly, It pro- 
vides a justification for pursuing 
structural reforms cooperatively. 
More broadly, the benefits of this 
kind of coordination is a reason 
for setting up a strong Euro-11 
committee of finance ministers, 
as Dominique Strauss-Kahn. the 
French finance minister, argues. 

This brings up the second diffi- 
culty: the fear that the ECB, with 
its desire for independence and 
counter-inflationary credibility. 


the attentions of miserly suitors. 
Meanwhile highly-geared PLOT 
needs more capital investment 
and has to synergise with Smart, 
the Philippines telecoms outfit 
First Pacific already owns. 

Pangiiinan, himself a Filipino, 
concedes that he'll be spending 
more time in Manila but is 
adamant that First Pacific - 
controlled by the Indonesian 
Salim family and now largely 
invested in the Philippines - is 
not turning away from Hong 
Kong, where it win retain its base 
and listing. 

But only time will tell If the 
territory remains home to 
Pangiiinan too: with Hong Kong's 
unemployment at a 17-year high, 
he may feel that hogging three 
jobs is a little cfe trap. 

Under cover 

The KGB may have gone, but its 
Russian successor is hairing 
trouble with new-fangled notions 
like accountability. 

After maverick members of the 
Federal Security Sendee - one 
wearing a balaclava - held a 
press conference to make 
accusations of dubious 
goings-on, Vladimir Putin, the 
organisation's head, felt obliged 
to speak to the media. 

But all he wanted to say was 
that he couldn't understand the 
fuss. Internal investigators had 
opened nine criminal inquiries at 
the FSS last year and 1 1 this 
year, SO everything was under 
control. Obviously. 


is bound to refuse to play the 
game. There is nothing in the 
Maastricht treaty to compel the 
Bank to co-operate. This is, 
beyond doubt, the most indepen- 
dent central bank there has ever 
been. All governments can hope 
to do is change its council mem- 
bers - a slow and. in all probabil- 
ity, fruitless task. 

The worry is further increased 
by the nature of the target the 
ECB has set itself. The biggest 
concern is that a range for infla- 
tion of 0-2 per cent is not, in 
practice, going to prove symmet- 
rical because it seems so hard to 
go below' this target range In an 
advanced economy- Consider 
Japan. Even with output running 
8 per cent below potential, 
according to tbe International 
Monetary' Fund’s latest World 
Economic Outlook, consumer 
prices have only just started fall- 
ing. 

Thus tbe target the ECB has 
set itself is consistent with years 
of semi-stagnation. It is quite 
rarely going to find itself having 
to loosen monetary policy. Fur- 
thermore. the range is suffi- 
ciently wide to make the ECB's 
response to news on inflation, or 
changes in expected inflation, 
quite difficult to predict. 

There is a substantial risk 
therefore that the ECB will pro- 
ceed on its merry way. while 
frustrated left-leaning govern- 
ments will fail to deliver either 
sustained fiscal consolidation or 
the structural reforms most of 
their supporters detest. They 
will. Instead, find themselves 
forced further on the road or 
upward harmonisation of labour 
standards and perhaps even 
external protectionism. The 
result will then be bad for both 
Europe and the world. 

There is yet another danger, 
that the policy combination will 
lead to an appreciating euro, pro- 
vided fiscal credibility is not 
undermined. It is presumably to 
meet this threat that Mr Lafon- 
taine has been talking about tar- 
get zones for exchange rates. 

But these are not going to be 
agreed with the US. Furthermore, 
the central bankers are right to 
argue that implementing such 
zones is virtually impossible. 

At the point of intervention a 
decision has to be made on 
whether the weak currency cen- 
tral bank tightens its monetary 
policy or the strong currency cen- 
tral bank loosens, instead. That 
means, in turn, a co-ordinated 
monetary policy. But this is pos- 
sible only if the central banks 
involved agree on a joint nominal 
anchor. In the ERM that anchor 
was the German price level. But 
between the euro-zone and the 
US, roughly of equal size, no 
such leadership is conceivable. 
There would need to be a partial 
monetary union. This is not 
going to happen. 

Much of what Mr Lafontaine 
wishes to do looks misdirected or 
misconceived. But the view that 
some macro-economic coordina- 
tion is needed among euro-zone 
governments and between them 
and the ECB is right. If this com- 
plex new game is played myo- 
pic! y. tbe chances of ending up in 
a mess are depressingly high. 
That will be bad not just for 
those within the euro-zone, hut 
for the entire world. 

* Christopher Allsopp and David 
Vines. - The Assessment r Macro- 
economic Policy after Emu * 
Oxford Review of Economic Pol- 
icy. Vol 14. So 3. 

Martin. WoIfaFT.com 



100 years ago 


The Fran co- Kalian Treaty 
The arrangement of a 
commercial treaty between 
Italy and France puts an end 
to a rupture which has lasted 
over seven years, and has 
been productive of much bad 
blood between the two 
countries. It was in 1887 that 
France, with the amiable 
intention of punishing Italy for 
joining the Triple Alliance, 
broke off her commercial 
relations with the Peninsula, 
and Indeed succeeded so far 
in her purpose as to bring Italy 
to the verge of ruin. Italy for 
some years had an extremely 
rough time. In particular, the 
wine trade was badly hit 

50 years ago 

Burma’s OB Policy 
Rangoon, Nov 24. The 
Burmese Government has not 
reached a decision yet 
regarding the future 
nationalisation of the 
British-owned Burmah Oil 
Company, the Minister of 
Information stated yesterday. 
He was commenting on a 
statement by Mr. Ungemann, 

General Manager of the 

Company, who said: “People 
are fearful of investing money 
in a country where there is 
insurrection and violence." 
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Self-inflating prophecy 


With the US stock market back near its 
all-time high, most investors secretly 
suspect shares are overvalued But they 
also believe equities win produce the best 
returns over the long term. If both beliefs 

are true, could it be rational to keep 
buying? 

A look at the numbers is not encourag- 
ing. Lex argued last month that fair value 
for the S&P 500 index is 8004350 and that, 
from such a level investors could expect 
real returns of about 6 per cent annually 
over the long term. But with the Index 
about 1185 today, such returns will he 
unachievable. In fact, if this stab at fair 
value Is correct, real returns will average 
2 per cent on a 10-year horizon - and still 
only 4 per cent over a 20-year span. 

With such meagre returns in prospect, 
the argument that equities will out- 
perform in the long run looks pretty sus- 
pect So why do investors still hang on in 
there? Collective psychology is the 
answer. Because most investors believe in 
the superior performance of equities, they 
bold on through crashes and buy *hn dips 
- causing the market to recover in a 
self-fUlfilling prophecy. But even sceptics 
find it hard to buck the trend. After all it 
is almost as painful being out of the mar- 
ket when others are making money as 
losing money along with the herd. The 
power of such thinking means markets 
can depart from fundamentals for long 
periods. But when the correction comes, it 
could be brutal 

Deutsche/Bankers Trust 

Forget the strategic guff. How can Deut- 
sche Bank fund its planned acquisition of 
Bankers Trust? 

It might seem Deutsche Is so big that 
finding $9.7bn would not be a problem. 
Not exactly. Not only would it have to 
write off $5bn in goodwill its shrunken 
capita] base would also have to support 
an enlarged balance sheet The net effect 
would be to cut Deutsche's tier-one capital 
adequacy ratio - as measured under inter- 
national acco unting standards - from 82 
per cent to about 4 per cent That is the 
bare minimum allowed under interna- 
tional hanking regulations. But Deutsche 
would surely not think it prudent to sail 
so close to the wind. 

Assuming Deutsche wanted to get back 

to 6 per cent it would need DM12bn 


US equities 

StfCvnpodto 


1200 . 



(Z7-lbn) in extra capital. Same could cxnne 
from Issuing a type of preference equity, 
although regulations limit how much of 
this can be used. 

Alternatively, Deutsche could issue new 
ordinary stock. But the best source of 
cash would be the sale of same of its vast 
portfolio of stakes in German industry, 
such as its 12 per cent holding in Daimler- 
Cbrysler or its 9 per cent in Allianz. The 
sriBg is that filing out could Ger- 

many’s 50 per cent capital gains tax. That 
said, there might be clever wheezes for 
reducing the tax liability. Why not, say. 
raise cash from sharehold ers anrf , in a 
second stage, give them free shares from 
Deutsche’s equity portfolio? It is certainly 
worth a thought. 

France Telecom 

Nothing succeeds like success. France 
TCldcom’s share price has more than dou- 
bled since . Its Initial public offer in Octo- 
ber last year, outperforming the French 
market by 70 per cent. By several mea- 
sures, the stock is now expensive. Its 1998 
price/eamings ratio of 29 times, for 
instance, is 20 per cent ahead of the 
French market. Yet 2.3m people are 
queueing to buy shares in the second 
tranche. Is this testimony to the growth of 
popular capitalism in France? Or are they 
riding far a fall? 

Probably not the latter. The dispropor- 
tionate number of shares allocated to indi- 
viduals, and their small ritewnint, should 
ensure that a quick profit can at least be 
made out of indear-trariring institutions. 


Many of the 4 minion who participated in 
the IPO did this, cutting their numbers to 
L4 million by this summer. Fes' those who 
hang on there is a l-for-10 boons after 18 
months, helping to compensate for a 
miserly yield, of about 1.6 per cent 

As for popular capitalism, individual 
share ownership has been surprisingly 
Hat at about &2m since 1994. A wave of 
privatisations helped rebuild the figure 
from 3.7m in 1992, but a run of lacklustre 
performances over the following years dis- 
couraged retail investors. Indeed, there is 
a risk that France THGcran will go aide- 
ways from high level. But the bene- 
fits from employees and customers own- 
ing shares, in terras of labour relations 
and service, still stand. Boll on Air 
France. 

Airlines and the euro 

What Impact will the single currency 
have on the European airline market? 
Take the consumers. One might believe 
that the extra price transparency would 
usher in more competition. The fact is 
that air fares are opaque, for reasons 
other thaw dif fa ren t mi mpiwriAH Airlines 
have become expert at segmenting their 
passenger base, so that dozens or even 
hundreds of different fares are to be found 
for the same route, depending on factors 
such as time erf booking or length of stay. 
Introducing the euro is unlikely to make 
much difference. In any case, analysts 
believe the big airlines’ prices, adjusted 
for currency, are converging across 
Europe. 

So it is not clear that there are great 
differentials to be ironed out Where the 
euro may make a diffe rence, however, is 
to airlines’ fiwaTirra The need to hedge 
against foreign currency movements 
within Europe win be removed, although 
quite how much is spent in these 
operations is difficult to assess. 

Stiff, considerable time and energy is 
devoted to tweaking fares across Europe 
to take account of currency fluctuations. 
Of course, these bentfts may be offset by 
a strong euro. Big costs, such as fuel and 
aircraft orders are in dollars — although 
this may change with Airbus orders -but 
other costs such as airport charges and 
staff costs will be in euros. 

Consumers, though, win notice little cUf- 
faranoa. 
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Europe today 

Showers are expected across 
southern Italy and Greeca Most of 
Spain and Portugal wl be dry with 
sunny speHs after a misty start, 
although northern Spain wifl have 
ndn. There wffl be patchy rain In 
parts of France, the Low Countries 
and north-west Germany, but there , 

is a ride of freezing rain wad inland. 
South-east Franca, the Alps, end 
most of Germany wffl be dry with 
fingering frost and teg. Eastern 
Europe wM remain dry but deeply 
frozen. Scancfinavia wffl have rain 
or sleet In the south-west end 
snow flurries elsewhere. 

Five-day forecast 

Franca, Span and Portugal w® 
have sunny spells, but southern 

Italy and Greece wffl remain 

showery. North-west Europe wffl 
become milder with, weak fronts 
bringing occasional rain. Central 
Europe wffl become less cold, but 
the seat will remain very fro&y. 



TODAY'S TEMPERATURES 




CJwgsn 

Cafe 

Gama 

Rain 

2 



Bangui 

Mr 

29 

Mr 

30 



Barcsiona 

Show 

13 

Cardff 

Shower 

10 

Abu DteN 

£ui 

30 

Bspg 

Ma# 

Mr 

Slower 

1 

a 

Ci— Princa 
Chicago 

Sun 

ft* 

23 

13 

woe 



Bsigrart 

Snow 

-a 

Cologne 

Fak 

2 

Algrte 

Gouty 


Berth 

Mr 

i 

Dakar 

Son 

32 

Aflrtridwi 

RSSI 

A 

Bermuda 

f ra 

22 

Maa 

Fair 

23 

Athens 

Shower 

IB 

Bogota 

Ur 

2D 

DaH 

Sun 

27 

Atmos 

Fair 

IB 

Bentbey 

Sue 

33 

Dubai 

Sun 

31 

a A*v 

Shower 

20 

Bnssris 

Cloudy 

4 

OuMn 

Sbowar 

9 

atom 

Fair 

7 

Budapest 

Mr 

■9 

Dirtewilk 

Shew— 

12 


Situation wt midday. Tbmptmtunos maximum for day. Forecasts by “Ffr WEATHERCENTBE 

Ur 21 Rangoon 


Ednfcjngh ShOwer 

Fan fin 

Frankfurt M 

Ganna Ur 

Son 
Shower 



Hantourg 

Cloudy 

HafctJd 

Snow 

Hong Kong 

Frir 

Honour 

Fair 

ttrfid 

Fair 

Jakarta 

FD* 

Jam 

Shower 

Johamasbun Ur 

Kncni 

Seri 

Kumt 

Sun 

L Angeles 

Sun 

Las pranaa 

Oouoy 

ltma 

Ctoudy 

Lisbon 

Sun 

tendon 

W 

1 inf hwij 

Stoat 

l*» 

Shower 

- - . - 

;• 


10 

25 


M adei ra 

MacHd 


Shower 

Shower 


Mania Shower 

Meantime Fair 

Mexico Cay Mr 

Mart Feh 

ham Ur 

Montreal Cloudy 

Moecow Sun 

Mitdi FUr 

Ur 
Sin 
Sui 

New York Mr 

rare 


Otto 

Rada 

Perm 

Prague 


Sun 


21 
12 

is no 
t? Roma 

1 aRao ° 
29 Seoul 
** Men 
2 Stockholm 
„ Sfteboug 
5 jhdna y 

1 t*#* 

, TalAMhr 
25 I 01 * 0 

12 Toronto 

28 Vancoww 
10 

10 Mama 
IB 

2 
5 

23 Wbrtpag 
0 Zurich 


Ur S2 
a 


Sun 2 S 
Sin 12 


Fair 

Shower 

Panda- 

Snow 

Ur 

Shower 

Fair 


16 
4 
31 
-1 
-1 
21 
21 

Sun 27 
Rain IS 


8howar 

Min 

Mr 

Fair 

Fair 

Far 

Ur 

Ur 

Fair 




Lean budgets rob expats 
in China of charmed jobs 



41 


By James Ranting in Shanghai 


Downsizing has started to take an 
uncommon toll on expatriate execu- 
tives in China as foreign companies 

respond to cost pressures by sending 
expensive overseas staff borne. 

The pjprernpai recall of expat staff 
has gathered, m o mentum in the last 
couple of months. The China 
operations of many International 
companies have come under budget 
pressure from bead offices troubled 
by the slowdown in developed home 
markets. 

In recent years, expatriates in 
China have been weffpald and rela- 
tively sheltered from rounds of cost- 
cutting: Their employers tended to 
see China as a long-form commit- 
ment. 

Bui as many foreign ventures in 
China continue to lose money, inter- 
national compani es in financial ser- 
vices, tn^H sb'y, manuka retiring and 
consumer goods are accelerating the 
replacement of expatriates with local 


Fresh expatriates continue to fol- 


low foreign direct investment into 
China to set up projects - although 
actual FDI edged up only 087 per 
cent between January and October 
compared with the same period of 
1997 - but the pressures on foreign 
jobs have been increasingly evident 

British Petroleum is planning to 
halve its expat staff in Shanghai 
over the next few months, cutting 
.from 22 to 1L 

“Hare h 51 ” been a slowdown in 
the areas that. BP is interested in. 
Tbe company is looking at its costs 
in fThfna and avpats are expensive,” 
said an industry observer. 

Snmn of the largest multinational 
companies ackn owledge that localis- 
ation has happened at a faster pace 
this year. 

Motorola, the US telecoms group, 
is this year cutting its expatriate 
staff by 20 - or 10 per cent The 
company said costs were only a par- 
tial consideration. “This is part of 
tbe ongoing process of localisation. 
We will see more local people assum- 
ing 'high managmpwit positions.’* 

Unilever, tbe Anglo- Dutch group, 


is not extending the contracts of as 
many of its expats and, in a handful 
of cases, is likely to send people 
before contracts expire. 

Across the financial services 
industry in Shanghai International 
banks and brokerages have been cut- 
ting jobs, making local staff redun- 
dant and repatriating or laying off 

expats. „ . ... 

William Hanbury-Temson. the 
departing chief representative of Jar- 
dlne Fleming, the largest interim# 
t innai securities firm in S hangha i, 
will not be replaced from abroad. He 
said- “China has generally not been 
profitable and Hong Kong’s ability to 
underwrite our expenses has been 
wiped out by the Asian economic 
crisis ... Maintaining expats in 
China is prohibitively expensive." 

An executive at one inter nati o n al 
accountancy firm that laid off 80 
people across China this year and 
sent a number of foreign profession- 
als home early, said; “In the past, 
companies were doing well at home. 
This year people are looking at Inter- 
nal budgets.” 
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QUEEN’S SPEECH SIGNALS ATTEMPT TO MAKE UPPER HOUSE MORE DEMOCRATIC 


Britain’s Lords facing up to 
loss of their ancestral voices 




By George Parirar, 
PoBUcal Correspondent 


To the uninformed, yesterday’s state 
opening of the British parliament 

a ppwarwH winch Ilk It fha hundreds Of 

others that bave gone before it 

Tbe Queen was still greeted by 
fawning officials, who walked back- 
wards in their breeches and buckled 
shoes as a mark of deference. 

She was accompanied by tbe usual 
array of royal hangers-on, with titles 
such as Rouge Croix Pursuivant, 
Gold Stick in Waiting; the Lady of 
the Bedchamber and, of course. 
Black Rod. 

But there was one big differm*** 
this yean this was the last thm* the 
Queen will make her speech to a 
House of Lords crammed with hered- 
itary peers. 

Prime minister Tony Blair's drive 
to modernise Britain has now 
extended to their noble lordships. 
Pens - some of whom trace their 


titles back to Norman times - are to 
be booted off the red leather benches 
ami packed off to their country 


In one of tbe more surreal 
moments of British history. It faff to 
tbe Queen - who is the country's 
most obvious beneficiary of the 
hereditary principle - to break the 
bad news. 

"A biff will be introduced to 
remove the right of hereditary peers 
to sit and vote In the House of 
Lards," she said gravely. 

"It will be the first stage in a pro- 
cess to make the House <rf lords 
more democratic and representa- 
tive.” 

What could have been going 
through Her Majesty's nifnri as whp 
uttered those words? Would the 
monarchy be next? 

What plans might Mr Blair have to 
Introduce a bit of democracy to tbe 
Windsor family? Recent attempts to 
bring the royal family closer to the 


people - the introduction of Lady 
Diana Spencer and Sarah Ferguson, 
for instance - have not always been 
successful 

Mr Blair’s plans for the Lords are 
certainly not popular with parlia- 
ment's aristocratic wing. 

The Queen’s confirmation of tbe 
abolition of their voting rights was 
greeted by an unprecedented rumble 
of disapproval from the ermine-dad 
throng. 

In particular, they resent the fact 
that Mr Blair has no dear idea of 
who . will sit in the second chamber 
once he has despatched the heredl- 
taries back to the grouse moors. M 

Perhaps a due to a more popul* 
and glamorous fixture was sitting in 
the chamber, demure and resplen- 
dent in white; tbe Hollywood actress 
Jamie Lee Curtis, wife erf the soon- 
to-be banished hereditary peer Lord 
Haden-Guest 
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lira wro (towns, bringing the biggest 
transformation to global financial markets in 
our Hetime. Major investors, corporates and 
financial institutions tum to Deutsche Bank as 
a knowledgeable and trusted partner to help 
them profit from raw opportunities - and avoid 
the pitfalls in a rapklfy changing environment 

Euromoney has awarded Deutsche Bank 
'Best Bank in the euro zone" and ‘Best Bank 
in Western Europe" We feum to your needs 
and risk preferences and provide innovative 

and profitable Bduoons - using our breadth 
of experience backed up by our powerful 

balance sheet 

Whether your Interests ana financing or 
Investment in the debt or equity markets. 
3mnB 9fc or risk management advice or 
consoWawm of financial aeovroes, 

D *«»he Bank covers the fun spectrum 
d your global financial needs. 

Think euro, think Deutsche Bank. 


•ton 


CR 0Ss-, 







Issued by Deutsche Bank AG. 

ra(Frt!Bd by SFA for the conduct of investment busness in the UK. 


Deutsche Bank 


m 









[. 




INSIDE 

Seagram faces dispute at PofyGram 

Canadian group Seagram faces a dispute at 
PofyGram, the Dutch music group it has bid 
$1 Ibn for. over the new head of its enlarged 
music publishing arm. PofyGram staff are said 
to be incensed that the head of its publishing 
arm is not to head the new division. Page 19 

IMF deal aids Pakistan telecoms sale 

Economic uncertainty 
since Pakistan's 
nuclear weapons tests 
in May could be com- 
ing to an end as talks 
between the adminis- 
tration of Nawaz Sharif 
(left} and the IMF edge 
towards an agreement 
for a $500 m-$ 700m 
loan. This is welcome 
news for the govern- 
ment which still aims 
to sell 26 per cent of Pakistan Telecommuni- 
cations Corporation's shares under the next 
phase of the privatisation plan. Page 18 



US value funds move Into UK groups 

Siebe’s takeover of BTR may prove to be the 
first vindication of a creeping trend in the engi- 
neering industry, in the past year. US value 
investors have begun to take large stakes in 
engineering groups across the Atlantic. Page 23 
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Turkish group ignores Russia's chill 

One hypermarket operator is ignoring Russia's 
August economic crisis, which chilled the pros- 
pects for many Russian retailers. The 28,000 
sq m Ramstore, backed by Turkish groups Enka 
and Koq, is to be inaugurated by Yuri Luzhkov, 
the Moscow's city's mayor, tomorrow. Page 20 

Benelux markets form trading link 

From January the Dutch, Belgian and Luxem- 
bourg bourses will open their doors to each 
others' members, in one of the most extensive 
cross-border tie-ups to date in European securi- 
ties markets. Capital Markets, Page 26 

Airtours launches £250m bond 

Airtours, UK's second largest tour operator, 
posted full-year results up on expectations, but 
shares in the group fell more than 5 per cent 
after it announced a £2 50m ($420m) convertible 
bond to fund growth. Page 26 and Comment 
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Namibia attracts foreign interest 

Namibia's NSX stock . 
exchange has grown 
rapidly since its 1992 
formation - two years 
after the country, led 
by President Sam 
Nujoma (left), gained 
independence, it is 
attracting foreign inves- 
tors as it grows. The 
second biggest African 
bourse, more than 98 
per cent of the NXS’s 
N$150bn ($26.6bn) capitalisation ts accounted 
for by secondary listings of large South African 
groups such as De Beers, the diamond 
company. Emerging Market Focus, Page 38 
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Brussels may extend 
BT-AT&T inquiry 

Telecoms rival Cable and Wireless attacks alliance plan 


By Alan Cane in London and 
Emma Tucker In Brussels 


Cable and Wireless, the UK’s 
second largest communica- 
tions group, yesterday 
attacked the proposed alliance 
between British Telecommuni- 
cations and AT&T of the US as 
it became clear the European 
Commission was set to open a 
full investigation into the 
tie-up because of competition 
concerns. 

“The BT and AT&T propos- 
als should not be allowed to go 
ahead, " C&W said yesterday, 
arguing an alliance would cre- 
ate a giant carrier which could 
crush competition and domi- 
nate the global telecoms mar- 
ket. 

C&W has already filed . a 
broad summary of its worries 
to the European Commission. 
On Thursday it intends to sub- 
mit its complaints in detail. It 
will also complain to the Com- 
mission and to the US Depart- 
ment of Justice that AT&T has 
started to sell BT services in 


the US without the necessary 
regulatory clearances. 

EU officials said it was “very 
likely” that the Commission's 
existing anti-trust inquiry 
would be extended by a fur- 
ther four months. An 
announcement is expected 
next week. The probe could 
result in the two companies 
having to make changes to the 
alliance. 

EU sources believe the two 
companies have already gone a 
long way to try to pre-empt 
competition concerns. They 
are understood to have ring- 
fenced certain areas of the 
joint business, and divested 
others in an attempt to avoid a 
protracted argument with 
Brussels. A Commission offi- 
cial said yesterday that the 
probe will focus in particular 
on the impact of the allian ce 
on internet services. 

AT&T and BT. the world's 
second and fifth largest tele- 
coms operators respectively, 
announced plans in July this 
year to pool their international 


operations in a joint venture 
that would carry 25bn min utes 
of traffic annually and have an 
initial turnover of £6bn 
They said they would 
jointly create a new global net- 
work based on internet tech- 
nology and capable of han- 
dling huge quantities of data. 

Stephen Pettit, executive 
director for C&W's global busi- 
nesses, said BT and AT&T 
together would account for SO 
per cent of the two-way traffic 
between the UK and the US. 
BT. he pointed out, originated 
GO per cent of outgoing min- 
utes from the UK to all desti- 
nations, while AT&T origi- 
nates 50 per cent of all 
outgoing calls from the US. 
Combined, he pointed out, the 
joint venture will be more 
than twice as large as its near- 
est international competitor. 

The joint venture would also 
combine the world's two larg- 
est calling card businesses and 
would have 410 per cent of the 
largest multinational compa- 
nies in their target sectors. 



John ZegOs, AT&T head of operations, left, with BT chief executive 
Sr Peter BonfieW at the announcement of the aiEance in July 


Deutsche woos regulators on Bankers Trust 


By Tracy Corrigan and John 
Anthers in New York 


Deutsche Bank, Germany's 
largest bank, has started court- 
ing US regulators and leaders 
of Jewish community groups 
to smooth the way for 
approval of its proposed $9.7bn 
acquisition of Bankers Trust, 
America's eighth largest bank. 

Deutsche's chairman, Rolf 
Breuer, said the banks had 
scheduled high-level meetings 
with regulators in New York 
and Washington this week to 
discuss the transaction, which 


has to be approved at the 
Deutsche Bank supervisory 
board and the Bankers Trust 
board meetings on Sunday. 
Deutsche is also negotiating 
with Bankers Trust executives 
over retention payments that 
are likely to add millions of 
dollars to the acquisition's 
cost 

Meetings with the New York 
State Banking Department and 
the Federal Reserve are under- 
stood to have taken place. 
Deutsche Bank officials have 
also met leaders of the US Jew- 
ish community, which has crit- 


icised Deutsche over the "Nazi 
gold" issue. 

In September, Deutsche con- 
tributed $30Qm to the rescue of 
Long-Term Capital Manage- 
ment by a consortium of banks 
co-ordinated by the Fed, 
despite having little exposure 
to the troubled hedge fund. 
According to people on Wall 
Street, this has helped estab- 
lish Deutsche’s credentials in 
the US banking community. 

Deutsche also appears to be 
taking steps to avoid problems 
that hit UBS and the Swiss 
Bank Corporation, whose 


merger this year was delayed 
for several months while the 
New York State Backing 
Department sought assurances 
the banks would compensate 
Holocaust survivors denied 
access to dormant accounts. 
The deal was cleared after the 
World Jewish Congress told 
regulators it was confident of 
receiving a fair settlement 
Deutsche has been sued in 
the US by the lawyers who led 
the action against the Swiss 
banks. Deutsche’s role in 
handling property looted by 
the Nazis is the key issue in 


these lawsuits. Elan Steinberg, 
executive director of the World 
Jewish Congress, refused to 
rule outblocking the Deutsche- 
Bankers Trust merger, 
although he stressed it would 
be “the least desirable option' 1 . 

As a bank holding company. 
Bankers Trust is regulated by 
the Federal Reserve, while as a 
state-chartered bank it is regu- 
lated by both the Fed and the 
New York State banking 
authorities. Approval from 
both is required in the US. 

Lex, Page 16 


First Pacific pays $749m for 17% stake in PLDT 


By Tony TasseU In Marita and 
Louise Lucas in Hong Kong 

First Pacific, the Hong 
Kong-based conglomerate, has 
acquired control of Philippine 
Long Distance Telephone, tak- 
ing a strategic stake in the 
telecommunications carrier for 
US*749m. 

The controversial deal gives 
First Pacific a dominant posi- 
tion in the country’s telecoms 
market. It also marks its trans- 
formation from a diversified 


pan- Asian conglomerate Into 
one heavily reliant upon the 
Philippines. 

The company this year 
embarked on a S2bn asset dis- 
posal programme, which has 
left it with a considerable cash 
pile for acquisitions. 

But analysts said First 
Pacific paid dearly for its 17.2 
per cent stake in PLDT, at 
1,420 pesos a share, which rep- 
resents a 31 per cent premium 
to the closing price on Mon- 
day. 


Alexandra Connor, director 
of research at Indosuez WI 
Carr Securities, described the 
pricing as aggressive. 

“They will face a challenge 
to justify the price paid for the 
deal." she said. She expected 
PLDT would deliver less than 
1 per cent earnings growth 
next year. 

However. Manuel P&ngil- 
inan, managing director of 
First Pacific - and, as of yes- 
terday. chief executive officer 
of PLDT - said the price was 


fair given arrangements under 
which the group secured a vot- 
ing interest of 27.4 per cent, 
representing a share price of 
895 pesos. 

The cost will be amortised 
under plans to sell up to 25 per 
cent or Smart, the Philippines' 
number two telecoms carrier 
which is also under the First 
Pacific umbrella, to NTT of 
Japan. First Pacific then pro- 
poses transferring Smart into 
PLDT. 

First Pacific already has a 52 


per cent share in the cellular 
telecom market and a 5 per 
cent share of the fixed-line 
market through its Philippine 
unit Smart Communications. 
PLDT has about a 72 per share 
of the fixed-line market, domi- 
nates international telecom 
traffic out or the Philippines 
and has about 20 per cent of 
the cellular market through its 
troubled subsidiary Pilipino 
Telephone. 


Observer, Page 15 


US paper 
group to 
pay $6.6bn 
for rival 

By John Anthers hi New York 


. International Paper, the 
I largest US paper manutac- 
i turer. is buying Union Camp, 
one of its competitors, in an 
agreed all-stock deal valued at 
Sti.Bhn. including debt. The 
move triggered speculation on 
Wall Street that consolidation 
in the US paper industry was 
at last under way. 

Separately. Smurfit-Stone 
Container, the company 
formed last week by the 
S1.35bn merger of Jefferson 
Smuriit with Stone Container, 
announced a restructuring 
that would involve cutting 
about 10 per cent of its 36.000 
workers. It will take a charge 
of between $300tn and S350m. 
and reduce its annual US con- 
tainerboard capacity from 6.8ra 
tons to 5.7m tons. 

The Union Camp deal will 
also involve cost-cutting, with 
the companies predicting 
S300m in savings within a 
year, through facility rational- 
isations. overhead reductions 
and logistics savings. Last 
year. Union Camp had soles of 
S4.4bn, while International 
Paper had sales of S20.lbu. 

John Dillon. International 
Paper's chief executive, said: 
"The world has been waiting 
for something like this. It's a 
step in the consolidation of the 
worldwide paper industry." 

He admitted the company 
had been severely affected by 
the downturn in the Asian 
economy which had helped to 
depress paper prices. 

Outside the US. the past two 
years have seen consolidation 
in tbe industry, with mergers 
by Canadian and Scandinavian 
companies. But the Interna- 
tional Paper deal, which val- 
ues Union Camp at S71 per 
share - a huge premium to its 
share price of J46}f before the 
deal was announced, is the big- 
gest merger seen in the US 
paper industry. 

International Paper has 
already completed a series of 
assets sales intended to focus 
the company on its core paper 
and forest products businesses. 

In early trading Union 
Camp's shares were up 36 per 
cent or SlTJ-J to S66 1 . while 
International Paper’s shares 
eased. Smurfit-Stone gained 
more than 10 per cent to S13JJ. 

Elsewhere in the sector. 
Boise Cascade and Willamette 
Industries gained more than 10 
per cent. 


Looking good on paper, PagB 22 
Canada's forest gloom, Page 28 
US stocks. Page 38 



Blowing bubbles 


We can call it rational 
exuberance. On Monday, Wall 
Street celebrated its complete 
recovery from tbe late summer 
crisis, with the Dow Jones 
Industrial Average bitting a 
new high after rising 24 per 
cent from its low at the end of 
August, when forced selling by 
hedge funds and other 
leveraged players was at its 

Is what is good for Wall 
Street good for America? It 
seems US Investors can now 
rely on the Federal Reserve to 
bail them out of any mesa they 
get themselves into. They can 
leverage the risks again. 

Without looking at the 
securities markets, it is 
impossible to make any sense 
of the Fed’s recent decisions. 
On the basis of the economic 
numbers, it is hard to see that 
the Fed should be afraid of 
anything except overheating. 

Yesterday'S upwards 
revision of third-quarter gross 
domestic product shows that 
the US economy has been 
powering on at a near 4 per 
cent year-on-year growth rate 
at least up to September, in 
spite of a collapse in export 
growth. 

Broad money growth has 
recently accelerated to 15 per 
cent annualised, a phenomenal 
expansion rate in real terms 
which easily explains the 
reinflation of Wall Street's 
bubble. 

•True, the credit surge is 
partly the result of the hiatus 
in corporate bond issuance, 
which is more or less over but 
which for several months 
caused US companies to draw 


unusually heavily on their 
bank credit lines. 

Nevertheless, extreme 
strength in the housing 
market shows that the 
credit-based boom is having a 
broad economic impact 

Meanwhile, consumer 
spending has been growing at 
5 per cent as the US heroically 
strives to head off a global 
economic slump and in the 
process the personal saving 
rate has gone negative. 

Any threat that weakness on 
Wall Street might undermine 
consumer confidence has been 
removed. The “wealth effect" 
has been restored. 

Is there still a hidden 
problem in the financial 
system that the Fed is trying 
to address? It seems unlikely. 
Although the hits that certain 
of tbe banks took In Russia 
and other emerging markets 
will have done some 
permanent damage to their 
capital bases, talk of any sort 
of credit crunch seems 
misplaced. 

Stresses certainly persist in 
the corporate bond, market, 
however. In relieving tbe 
problems here through a 
general monetary loosening, 
tbe Fed has set off explosive 
growth In credit and in equity 
prices without yet 
satisfactorily curing the 
problem on which It has 
apparently been focusing. 

High yield spreads remain 
250 basis points above their 
levels earlier in the year, and 
spreads generally have 
narrowed only modestly from 
their peaks. Even the US 
Treasury market is softish. 


again 

and one significant external 
indicator is that the normally 
higher-yielding UK gilts 
market is moving lower in 
terms of the Id-year 
benchmark yield. 

This may reflect a cooling of 
the enthusiasm of foreigners 
for the US bond markets, 
perhaps because of their 
strategic diversification into 
the euro, perhaps because of a 
fundamental suspicion of tbe 
dollar. 

Tbe US securities markets 
are in apparent contradiction. 
Tbe corporate bond market 
seems to be discounting a rise 
in credit risks because of 
imminent profit weakness. 
Equities, however, have 
bounded ahead, and stock 
market investors are clearly 
optimistic about corporate 
prospects. 

But how would profit 
declines affect a market now 
valued at 33 times trailing 
earnings? 

One historical precedent 
could be 1987, when many 
central banks were misled by a 
stock market crash into 
preparing for a 1988 recession 
that somehow never happened. 

Alternatively, it is 
increasingly tempting to 
compare the Wall Street 
phenomenon with the 
Japanese bubble economy of 
the late 1980s. Eventually the 
Bank of Japan called a bait as 
the party got out of controL 

The US Federal Reserve. 



SCHRODER JAPANESE WARRANT FUND LIMITED 
(in Voluntary Liquidation) 

a Company incorporated in Guernsey 

NOTICE OF FINAL SHAREHOLDERS MEETING AND 
FINAL DISTRIBUTION TO SHAREHOLDERS 


NOTICE IS HEREBY GIVEN that 1, Stephan John Le Page, being a Joint Liquidator ol the above 
named company, have declared a final tfisfribution to the holders of the Ordinary Shares ("the Shares') 
payable on 27th November 1 998 amounting to US$0-24 per share", calculated as foffows:- 

USS 

T, 944.527 
18.835 
(33.445) 

133,917) 

1,896,000 

Equivalent to USS0.24 per share on 7.900.000 shares in issue, of which 7.899,600 are held under 
International Depositary Receipts issued by the Depositary. 

When announcing the result ol the Meeting of 12 August 1998 at which the members voted in favour ol 
a special resolution to wind up toe Company, toe Directors anticipated that a first and possibly final 
Bqvbdation distribution payment would be made before the end of September 1998. In the event, in 
order to protect toe interests ol shareholders rt did not prove possible to make a distribution payment 
until a number of issues concerning the terms on which toe International Depositary Receipts pDR") 
relating to the Shares have bean issued had been resolved. The Joint Liquidators are now pleased to 
report that the issues have now been resolved, so enabling them to make a final distribution to 
shareholders. 


Net asset value at 13 August 1 998 
Income arising sines 13 August 1998 
Joint Liquidators’ lees 
Liquidation expenses 


NOTICE IS HEREBY GIVEN that b Final Shareholders’ meeting will be held in Guernsey at 10.00am on 
Thursday I7lh December 1998 at which the Joint Liquidators' final report will be tabled. 

Holders of IDRs, must. In order to receive the distribution in respect of their hokfing. 

Either: 

Send their certificates together with all unmatured Coupons (1 fo 36) to the Depositary’s Agent at the 
Depositary's Agent Address below on or after 26th November 1998, together with instructions for the 
payment ol toe distribution to themselves by bank transfer in USS. 

On 

Instruct Euroctear or Cede! lo cofleci toe distribution on their behalf. 


Where an IDR Holder requests payment by bank transfer, the Deposriafys Agent will charge a fee ol 
USSi 5 tor making each transfer. 


Copies of toe 31 March 1998 audited financial statements, toe 13 August 1996 unaudited financial 
statements and a derailed Jomf Liquidators' statement are available lo shareholders and IDR holders on 
request to myself as Joint liquidator, at either of the following addresses. 


Depositary's Agent's Address: 
Bank Brussels Lambert 
Soges-Fiducem SA 
CMS. M2* 1 
Avenue Mamin, 24 
1000 Brussels, Belgium 
tef. 32 2 547 31 47 


Joint Liquidators’ address: 
PO Box 321 

National Westminster House 
LeTruchot 
St Peter Port 
Guernsey GYl 4ND 
Channel kalends 


however, for as long as it is 
relieved of worries about 
Inflation, is happy to lei the 
celebrations run on. Until 
Thanksgiving Day, anyway. 


. , 
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COMPANIES & FINANCE: ASIA-PACI F I C 

BANKING FINANCIAL PRESSURES CAUSED BY PROBLEM LOANS FORCE JAPANESE GROUPS TO WITHDRAW FROM GLOBAL EMPIRES BUILT IN 1980s _ 


Toyo Trust quits overseas lending as bad loans take toll 

V A feTWM' 


By Waa Tott in Tokyo 


Toyo Trust, one of Japan's 
large banks, is to withdraw 
from overseas lending by 
March 2001 as part of a 
broader restructuring. 

Yesterday’s announcement 
came as Toyo revealed plans 
to write off Y290bn (guhnj 
of its Y470bn problem loans 
in fiscal 1998 and forecast 
that this would push it into 
a Yl62bn pre-tax loss. 

The move provides a fur- 
ther illustration of the finan- 
cial pressures forcing Japa- 


nese banks to withdraw 
from the global empires they 
built in the 1980s. 

In recent weeks Daiwa. 
another large bank, has 
announced plans to with- 
draw from overseas busi- 
ness. and Sanwa. another 
large bank, announced yes- 
terday it would sell Sanwa 
Business Credit Corporation, 
its US subsidiary, to Fleet 
Financial, the US group. 

Toyo's problems were 
repeated across the banking 
sector yesterday In. the 
results of eight other large 


banks: Industrial Bank of 
Japan. Long Term Credit 
Bank, Mitsubishi Trust, Mit- 
sui Trust, Sumitomo Trust, 
Chuo Trust, Nippon Trust, 
as well Long Term Credit 
Bank, which will soon be 
nationalised. 

Yesterday’s results showed 
tbat Japan’s largest 18 ' pri- 
vate banks, excluding LTCB, 
collectively held YLS,900bn 
in problem loans, measured 
by US standards at the end 
of September. The other 10 
banks reported last week. 

This total was slightly 


lower than the Y2Q,QG0bn of 
problem loans the banks 
reported at the end of 
March, partly because they 
made Y2,000bn of write-offs 

during the first half 

However. Standard and 
Poor's, the US credit r ating 
agency, yesterday said the 
bad-loan total did not appear 
to be Galling as fast as the 
write offs - implying that 
the economic downturn is 
creating "new" bad loans. 

It also warned that any 
move by the banks to make 
large write-offs in the second 


half could further strain 
their capital-adequacy ratios, 
unless they restructured or 
sought other ways of boost- 
ing their capital base. 

The banks yesterday 
insisted that their ratios 
were well above interna- 
tional standards, ranging 
from B.19 per cent at Nippon 
Credit Bank to 13.69 per cent 
at Yasuda Trust. 

However, the ratios do not 
take account of latent net 
losses on securities holdings 
incurred as a result of the 
foil in the Nikkei between 


March and September. 
Nearly all the banks indi- 
cated they were carrying 
losses, ranging from Y3Q5bn 
at Yasuda Trust to YlSbn at 
Nippon Trust. The only 
exception was Mitsubishi 
Trust, which posted a 
Yl03bn profit. 

These latent losses could 
weaken the banks’ capital 
bases if the stock market 
does not rebound before next 
spring. The banks’ plans to 
make more bad-loan dispos- 
als in the second half will 
exert further pressure. 


Among the trust banks. 
Mitsui Trust forecast the 
Largest bad-loan wnte-offs. 

worth Y370bn for the entire 
year. Meanwhile. Mitsubishi 
Trust said It would write off 
Y330bn of Its Y887bn prob- 
lem loans, and Sumitomo 
Trust expected a Y2l0bn 
writeoff of it* Yl.Wbn in 
bad loans. 

However, among the 
“long-term credit banks”. 
Industrial Bank of Japan 
protected a YeOObn write-off. 
from its stock of Yl, 490bn 
problem loans, and Nippon 


Credit Bank forecast a 
Y735bn write-off for the 
entire year, out of its 
Yl.TSQbn bad loans. 

These writeoffs will leave 
banks such as Mitsui Trust,- 
Chuo Trust Nippon Credit 
Bank and Industrial Bank of 
Japan with large pre-tax 
loses in the' current finan- 
cial year. However, all the 
banks, apart from Bank of 
Tokyo Mitsubishi and Nip- 
pon Trust Bank, indicated 
they were planning to apply 
for government funds to 
expand their capital base. 




PTCL hopes for 
economic boost as 
new sell-off looms 


Pakistan Telecommunications: the manbets 


Tanner 

Rsbn- 


After-tax proSt 

Rsbn* 


Share price obS Wn 
Reteud. In dofcr terms 


An IMF deal may help sale of 26% of Pakistan 
telecoms group, writes Farhan Bokhari 


T he economic fall-out of 
Pakistan's decision to 
test nuclear weapons in 
May bit deep into the 
nation's corporate sector as 
western economic sanctions 
cut into share prices. 

But months of economic 
uncertainty could be coming 
to an end as t alks between 
the government and the IMF 
move towards a preliminary 
agreement for a loan of 
between SSOOm and yroom. 

An agreement, which 
senior government officials 
say could be finalised this 
week, would be the first step 
towards securing a S5bn 
international assistance 
package to help Pakistan 
continue its foreign debt 
repayments. 

Such good news is likely 
to boost further the share 
price of Pakistan Telecom- 
munications Corporation, 
one of the few to have 
remained relatively 
unscathed since May. 


“Attractive in the long 
term”, “good if you can stick 
it out” and attractive in an 
“underdeveloped telecoms 
market with monopoly sta- 
tus and strong cash flow” 
have become familiar pieces 
of investment advice. 

There could not have been 
more comforting news for 
prime minister Nawaz Shar- 
if s government, which still 
aims to sell 26 per cent of 
the company’s shares under 
the next phase of the tele- 
com privatisation plan, 
along with transferring the 
company's management. The 
first stock of the company’s 
12 per cent shares were sold 
in 1994 to individual inves- 
tors in Pakistan and abroad. 

The company’s latest 
results for its July-June 
financial year reflected its 
ability to grow even as 
Pakistan's economic growth 
remained sluggish. The 
after-tax profit or RslA596bn 
f£29m) was 16.5 per cent 



1995 96 

Saw* Mn 


higher than a year ago. 
while total revenues were 
Rs46.466b, up more than 12 
per cent on the year before. 

Some economists, how- 
ever, warn that the current 
year may see a downturn, 
driven by the country's 
increasingly weak economic 
outlook reflected in a slow- 
down in exports and imports 
and declining industrial pro- 
duction. Critics say that 
even if a deal with the IMF 
and other lenders comes 
through. PTCL would suffer 
from the consequences of an 
economic slowdown. 

“Even if the company’s 
core earnings remain unaf- 
fected, the economic uncer- 
tainty would filter in to the 
price of the PTCL," says 
Sakih Sherant economist at 


ARN-Amm hank in Islama- 
bad. 

Years of delay in begin- 
ning the PTCL's privatisa- 
tion has already damaged 
investor sentiment. “ The 
PTCL may have missed the 
bandwagon of telecom priva- 
tisations in 1994 and 95, 
which doesn't help.” says Mr 
SheranL 

Government officials con- 
cede privately that the final 
price offered by prospective 
buyers for the company 
could be a sore point. Like 
other companies in Pakis- 
tan’s bloated and unprofita- 
ble public sector, PTCL has a 
deeply entrenched bureau- 
cracy which is likely to 
resist privatisation, knowing 
that their own influence 
would be heavily trimmed. 


Some analysts also say 
that despite remaining prof- 
itable owing to its monopoly, 
the group would eventually 
have to lose up to half of its 
60,090 staff - a step sure to 
be resisted by its' union. 

But tbe process is advanc- 
ing and the company says 
that the appointment of 
Goldman Sachs as its finan- 
cial adviser this year Is a 
significant step forward. 
Naslm Mina. PTCL chair- 
man, sqys:. “Our main job 
and that of Goldman Sachs 
is to prepare the company 
for privatisation in tbe next 
four to five months.” 

Mr Mirza is convinced that 
Pakistan’s recent economic 
troubles should not jeopard- 
ise the company's future. 
Unlike most other pubhc-sec- 
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TIM -TELECOM ITALIA MOBILE S.pJL 

Roistered offices in Turin, Via A Bertota No34 - SUxrffice in Rome, Via L Rizzo Nol22 
Capital Stock Lit. 4I0JO3571JS0 fully paid up 

E n tered under Na 2582/95 bi the Ordbiary Section of the Comp an y Register ofTuin -TAX LDl Noi>69478900 15 


NOTICE OF AN EXTRAORDINARY AND ORDINARY GENERAL MEETING OF STOCKHOLDERS 


Stockholders are hereby convened to an Baraordtaary and Ordinary General Meeting inTurfo to be held in the Conference Room at Via A Bench Na34 at 10.00 
axn.cn 18 December 1998 on first call and, If necessary, on 19 December 1 998 on second caB at die same dme and phce to cfiscuss an ddherwa on (ha foOcnwing . 


Agenda 


Extraordinary pact 
l) 


2 ) 


Proposal to amend (he following articles of the Company By-laws currently in force: I (Company name). 2 (Registered Offices), 6 (Shares)^ (Payments), 
13 (Chairmanship and control of the Meeting arid voting procedures). 17 (Meetings of the Board). 18 (Vaffdhy of Board's resolutions and minutes), 21 
(Representation at bw). 23 (Statutory Auditors); abrogation of the following articles of the Company By-laws currently in force: 14 (Copies and extracts) 
and 19 (Copies and extracts); introduction of three new articles: Savings shares. Information to Stockholders and Information for the Statutory Auditors. 
Renumbering of the articles of the By-laws. Inherent and consequential deliberations. * 

Delegation to the Board of Directors - within the meaning of article 2443 of the Civil Code - of the faculty of increasing, by means of payment,. during a 
maximum period of five years from the date of the deliberation, in one or more occasions, die joint-stock capital of the Company, with the exclusion of 
option rights within the meaning of article 2441. last paragraph, of the Civil Code and article 1 34. second and third paragraphs, of Legislative Decree Na58 
of 24 February 1998. up to a maximum amount of Lit. 2.000.000.000 (two bill ton lire), by means of the issue of ordinary shares reserved for executives 
who are employees of Telecam Italia Mobile S.pA. or of che Telecom folia Group, who perform key functions within the Company. Inherent and conse- 
quential deliberations. * 


Ordinary part 


1) Pro p osal co purchase the Company's own shares. Inherent and consequential deliberations. 

2) Taking over by the Company of the charges for administrative and fiscal sanctions. 

3) Resolution pursuant to article 2364. paragraph I. point 2, of the Civil Code. 


Onfy Stockholders who have requested their respective intermediaries for die issue of die appropriate certification in case of stocks registered In a database at 
Monte Took SpA or have deposited their ordinary shares, according to the law. at die Company’s registered offices in Turin, Via A. Bartoia NoJ4,or the sub-office 
in Rome. Via L Rizzo Na22. or at any of the financial institutions listed hereinbelow nay attend the Meeting. 


In Italy: 

Banca Co mmer t b lt Itafbna S.pA., UnlCredito ItaKano SpA. Banca cfl Roma S^A. Banco cfl Napoli 5 .pA, Banco dl Sicilia SpA, Banca Nationals del Lavoro SpA. 
San Paolo !MI SpA. Banca Monte dei Pasdii di Siena SpA Banco di Sardegna SpA Banca Nationale defl’Agrtcottum SpA Banco Ambroslano Venera SpA 
Banca Toscana SpA, Roto Banca 1473 SpA, Deutsche Bank SpA, Credito Betgamasco SpA Banco di Qtovari e della Riviera Lfgure SpA CAB - Credito 
Agrario Bresdano SpA Banca Sella SpA Banca C Sctinttauslln & C. SpA Banca Fideuram SpA Citibank N A Banca Regjorale Europea SpA Banque 
Paribas, tsticuio Central* dl Banche e Banchieri SpA and associate banks thereof. Banca Popotane dl Novara. Banca Popobre di Milano, Banca Popolare d) Bergamo 
- Credito Vareslno. Banca Popolare Commertio e Industry. Banca Popolare di Sondrio, Banca Antoniana - Popoiare Vfeneta, Caripio- Cassa dl Risparmio delle 
Province Lombarde SpA, Cassa di Risparmio di Parma e Piacenza SpA Banca CRT SpA Banca Cadge SpACAfUSO - Cassa di Risparmio in Bologna SpA • 
Cassa dl Risparmio di Trieste - Banca SpAICCRI • Istttuto <fi Credito delle Cass* di Risparmio Itafbna SpA Casse di Risparmio and Monti di Credito su Pegno 
associated therewith. iCCREA SpA - istituto Centrale ddfe Banche cfi Credroo Cooperative. 


Abroad; 

London 

UmCrecfito Icaliano SpA.- l7.Mpofjaw - EC2R 6AR 

Band dl Roma SpA- 87. Gresham Street - EC2V 7NQ 

New York 

Banca Cotnmendate lollana SpA - One William Street - N.Y. 10004 
UniCredko Icaliano SpA - 375. Park Avenue - N.Y. 10152 

Banca di Roma SpA - 34, East 51st Street - N.Y. 10022 

Morgan GuarantyTrust Company of New York - 60. Wall Street - NX 10260 

Paris 

Frankfurt on Maki 
Zurich 

Buenos Aires 

Banca Nazionale del Lavoro SpA - 26, Avenue des Champs Elysees - 75008 
SanPaolo IMI SpA- Eschersheimer Landstrasse. 55 - D 60322 

Lavoro Bank A.G. - Taiackor, 2 1 . 8001 

Banca Nazionale del Lavoro SA- Florida. 40 - 1005 


for the Board of Directors 
Prof. Aw. Berardho Libonati 
Chairman of the Board 


The reports of the Directors ilfustrapng the topics placed on the Agenda and die proposed resolutions will be available to be public at the Company's registered 
offices in Turin, Via A. Berwfa NeJ4, the sub-office in Rome. Via L Rizzo No.22.md Bona Indiana S.pA as from 3 December 1998 onwards. 


The notice of convocation of the Extraordinary and Ordinary General Meeting of Stockholders was published In the Official Gazette of the kalian RepubGc, Part 
II, of 24 November 1998. No. 275. 

A toll free number (1 67 1 43 1 43} Is available in Italy for all interested parties requesting further infonnation. The present notice can also be found at the following 
Internet address; httpd/www.timJt. 

The present notice is being published in conformity with the regulations approved by mans erf Consob deliberation Na 1 1520 of I July 1998. 




tor companies, PTCL's earn- 
ings in pari are driven by 
the inflow of foreign 
exchange through callers 
from outside the country. 

"For every call from Pakis- 
tan, there are six coming in 
from outside. Tbat would 
keep our international busi- 
ness revenues reasonably 
Intact,” he says. 

Suhail Ahmar. telecoms 
analyst at Karachi’s Kharfim 
All Shah Bukhari brokerage, 
says: “PTCL is the only dol- 
Iar-earaing company in this 
market. In the next year 
alone, perhaps 40 per cent of 
the company’s revenue could 
be in foreign exchange.” 

The bulls also say that tbe 
country's economic troubles 
could have an Important sil- 
ver lining - if the government 
succeeds In putting together 
an international rescue 
package to avoid a foreign 
debt . default, it is likely to 
accept new reforms for its 
public- sector. : 

[LI The"*L ; governmea^.has 
already announced fff&pir. to 
seek help, from’ the ralta 
to reform the -.Water and 
Ecftrer '. Development 
Authority, the main power 
h^itflity. to cut. its growing 
'financial losses. With, such a 
precedent, reforms in 
companies such as PTCL 
could gather pace on the 


Kawasaki Steel 
to farm out 


LSI production 


By Alexandra Harney in Tokyo 


back of another opportunity- 
for radical solutions to 
chronic problems in the 
public sector. 


April may 
renegotiate 
share swap 


By Greg Mctvor In Singapore 


Asia Pacific Resources 
International (April), the 
Singapore-based pulp and 
paper group, may seek to 
renegotiate the terms of a 
proposed share swap with 
Finland's UFM-Kymmene or 
make a rights issue to avert 
a possible delay to their joint’ 
venture. 

The two companies last 
year agreed to swap stakes 
of so per cent in each’s fine 
paper operations, but the 
handover has been delayed 
by financing problems at 
April because of the Asian 
economic crisis. 

The groups, which have 
already restructured the' 
venture, have pledged to exef 
cute. the swap by tbe end of 
1999. 

However, : this deadline 
will be difficult to. meet 
because Aprfl cannot obtain 
finance to cbxnplete the last 
of ' three new paper 
machines.’ The deal' depends 
on completion of all three 
machines. 

Sukanto Tanoto, April 


chairman and chief execu- 
tive, said the company might 
make a rights Issue to help 

raise the $2i0m necessary to 
finish construction of a sec- 
ond fine-paper machine at 
Riau in Indonesia. 

An alternative solution 
would be to re n egotia te the 
UPM-Kymmene deal and 
limit tbe share swap to 
stakes of 20 per cent he said. 
The Sukanto family, which 
controls April, was prepared 
to participate in such an 
issue. . 

“We may be able to have a 
partial swap. Of course you 
need both sides' agreement 
for that" Mr Sukanto said in 
an interview with the Finan- 
cial Times. 

He acknowledged that 
time was running out to fin- 
ish the mflchfnfi on fiwp as 
21-12 months of work 
remained. 


Kawasaki Steel, the 
Japanese steelmaker. Is step- 
ping up plans to revamp its 
loss making semiconductor 
division by farming out pro- 
duction of LSI (large scale 
integrated) devices to non- 
group companies. 

The move highlights the 
Japanese steel industry's 
recent rationalisation of its 
chipmaking operations in 
the wake of the collapse in 
global memory prices and 
the slowdown of tbe Japa- 
nese economy. 

In September, Nippon 
Steel, the industry leader, 
sold its semiconductor 
operations to United Micro- 
electronics, a speciality 
memory group based In 
Taiwan. - 

Kawasaki said it was In 
talks with several companies 
to commission production of 
LSI. which are devices used 
in office equipment. It 
refused to comment on 
reports that it had agreed a 
deal with United Microelec- 
tronics. 

The announcement con- 
firms indications that Kawa- 
saki would withdraw from 
the production of semicon- 
ductors and focus exclu- 
sively on design operations 
in an effort to improve 
profitability of its LSI busi- 
ness. 

The engineering division, 
which includes semiconduc- 
tors. is expected to generate 
Y4bn ($33m) in pretax losses 
this year, according to Salo- 
mon Smith Barney. 

In response, Kawasaki has 
been shifting production of 
individual chips overseas. In 
May, the group began to 
commission production of 


ASIC chips to Chartered 
Semiconductor Manufactur- 
ing of Singapore. However, it 
has kept some ASIC 
operations at its Utsunomlya 
plant, outside Tokyo. 

ASIC (application specific 
integrated circuit) chips rep- 
resent the bulk of sales in its 
memory division, the com- 
pany said. 

The group does not manu- 
facture dynamic random 
access memory chips, which, 
have been hit by a surge in 
overcapacity and consequent 
collapse in prices recently. 

In the six months ending 
in September, net profits fell 
23 per cent to Y4.02bn on 
turnover of Y426fi2hn. 

Tbe group, which has suf- 
fered heavy losses on prop- 
erty holdings and from 
Kawasaki Enterprises, its 
equipment leasing subsid- 
iary, expects after-tax con- 
solidated losses of Y73bn, 
against profits of Y8.4Gbn 
last year. 

This year. Moody’s, the US 
credit rating agency, put its 
consolidated debt - cur- 
rently rated Baa2 - under 
review for a downgrade. 

Analysts said the move 
was expected, but that it was 
still unclear whether Kawa- 
saki would be able to return 
its memory division to prof-^ 
itability this year. jjf 

“The strategy and the gen- 
eral direction are good, but 
it will be some time before 
we see any results. Last 
year, they said they were 
going to bring it into the 
black, but that still has not 
happened,” said Tom Nagai. 
industry analyst at Morgan 
Stanley. 

Shares in the steelmaker 
gained 3.1 per cent to dose 
at Y198 yesterday. 


Daihatsu slides 
72% at halfway 


By Alexandra Harney 


Daihatsu. Japan's second 
biggest minicar maker, suf- 
fered from its heavy expo- 
sure to the domestic market 
and sluggish sales overseas 
in its first half, as pre-tax 
profits at the Toyota Motor 
affiliate collapsed 72 per 
cent, from Y9.03bn to 
Y2L52bn ($21m). 

Sales were down 18 per 
cent to Y326-03hn. 

Demand for cars and 
trucks collapsed as Japanese 
consumer sentiment deterio- 
rated over the past year, 
triggering restructuring 
across the industry. 

Unlike other Japanese car- 
makers, which have offset 
the downturn in domestic 
demand by increasing ship- 
ments to the US and Europe, 
its overseas sales shr ank 
While sales in Japan fell 1&4 
per cent to Y26B.iSbn. export 
volumes were down 24 per 
cent to Y59-84bn. 

Domestic sales accounted 
for 82 per cent of turnover. 

Mini cars, the group's larg- 
est division, saw the biggest 
decline, tumbling 14 per cent 
to Y170.44bn. This fall 


reflected market trends: 
sales of mini cars in Japan 
fell a per cent in the 
first six months of the year 
beginning in April, accord- 
ing to Jardine Fleming in 
Tokyo. 

However, volumes rose at 
its small-car division. Over- 
seas sales of small cars 
jumped 52 per cent, driven 
by the popularity of Terios. a 
four-wheel drive model, in 
Europe. 

Analysts said the results 
were slightly below expecta- 
tions, but that Daihatsu 
should benefit from a recov- 
ery in the domestic mininar 

market in the second half as 
a result of a change in regu- 
lations that came into effect 
in October. 

Daihatsu said that sales of 
three new minion i- models 
launched in October - the 
Move, the Terios Kid. and 
the Mira - were already 
exceeding company targets. 

In the year ending in 
March, it expects profits will 
be fiat at Y6.8bn. on sales 
down 3 per cent to Y760bn. 

Shares in the group rose 
Yio to Y460 in a rising mar- 
ket 


Financial Times Surveys 
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MUSIC PUBLISHING ANGER OVER SEAGRAM CHOICE F OR HEAD OF ENLA RGED DIVISION 

J ob row looms at Poly Gram 


By Aft» RawsSiom 


asak '$| 6 
nn o ut 

Product* 


Seagram, the Canadian 
entertainment group, faces a 
dispute within the manage- 
ment of PolyGram. the 
Dutch music company for 
which it has mounted an 
$llbn bid, over the appoint- 
ment of the head of Its 
enlarged music publishing 
division. 

Officially. Seagram has yet 
to name the new chief execu- 
tive of its music publishing 
interests after it has merged 
PolyGram with its own Uni- 
versal Music subsidiary. 

However, PolyGram execu- 
tives say that according to 
Integration documents dis- 
tributed internally within 
the two companies, Seagram 
is set to appoint David Ben- 
zer, the US executive who 


runs Universal's music pub- 
lishing arm, rather than 
David Hodbnan, bis opposite 
number at PolyGram. 

It is understood that Mr 
Hoc km an, who has built 
PolyGram 's publishing atm 
from scratch since 1986 to 
make the world's third larg- 
est music publisher, has not 
been officially told of any 
decision by Seagram. 

He discovered that the job 
was likely to go to Mr Ren- 
zer when a colleague at Poly- 
Gram’s UK headquarters 
showed him the reference to 
it in the integration docu- 
ment. Universal declined to 
comment yesterday. 

One senior PolyGram exec- 
utive said that staff were 
“incensed" by the affair. 
“They’ve been stringing 
David along for months. 


which is bad enough, but not 
to tell him that they've cho- 
sen someone else is outra- 
geous,” be added. 

Although many senior 
positions in the new music 
division have gone to Uni- 
versal executives. Mr Hock- 
man was seen as a strong 
contender for the publishing 
post, not least because Poly- 
Gram's publishing arm is 
much larger than Univer- 
sal’s. 

PolyGram administers 
roughly 440,000 publishing 
copyrights, including those 
of U2. Metalhca, Bob Mariey, 
Elton John Abba. Uni- 
versal’s publishing division 
owns 200,000 copyrights, and 
operates in 12 countries, 
compared with 40 for Poly- 
Gram. 

The row over the publish- 


ing appointment comes at a 
sensitive time when Sea- 
gram is poised to complete 
the PolyGram bid after a 
lengthy delay while it 
cleared the deal with anti- 
trust authorities and the US 
Securities & Exchange Com- 
mission- Seagraxn announced 
the terms of the deal in May 
and expects to complete 
early next month. 

After completion, Seagram 
Is expected to shed nearly 
20 per cent of PolyGram and 
Universal’s 16,500-strong 
combined workforce in order 
to achieve annual cost 
savings of up to S30Qm. 
Seagram is anxious to raise 
morale among the staff who 
stay on after the merger and 
also to conclude negotiations 
with some of the PolyGram 
executives it wants to retain. 



Income falls at 
Anglo American 


U2: their copyright is administered by PotyGram 


Deutsche Bank 
needs DM6bn 
for US buy 


By Tony Barber In Frankfurt 
and George Graham kt London 
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Deutsche Bank is expected 
to have to raise close to 
DM6bn (&5bn) of additional 
capital to help finance its 
vplanned S9.7bn takeover of 
'Bankers Trust, the US 
wholesale and capital mar- 
kets bank. 

Jtirgen Krumnow. a mem- 
ber of Deutsche’s manage- 
ment board, told reporters in 
Frankfort that the bank had 
not made up its mind how to 
finance the purchase, which 
would be the most expensive 
takeover of a US bank by a 
foreign institution. “The 
structure has not yet been 
decided,” he said. 

But fresh capital Is expec- 
ted to be necessary to allow 
Deutsche to absorb Bankers 
Trust without letting its cap- 
ital-adequacy ratios slip 
below internationally 
accepted standards. 

The bank’s shares fell 
more than B per cent on 
-nsnkfurt’s Dax exchange 
ysrerctay as investors began 
to question whether Bankers 
Trust was exactly the right 
match for Deutsche and 
whether the acquisition 
price was too high. 

International ratings agen- 
cies meanwhile put Deut- 
sche’s ratings on review for 
a possible downgrade as 
they assessed the implica- 
tions of the proposed acqui- 
sition. 

“Buying Bankers Trust 
Drill clearly increase the 
overall risk profile of 
the group,” said Samuel 
Theodore, managing director 
of Moody’s Investors Service. 

Bankers in Frankfort said 
it was unlikely that Deut- 


sche would need to sell part 
of its roughly 12 per cent 
stake in DaimJerChrysler, 
the newly merged Ger- 
man-US industrial giant, or 
any other of its sharehold- 
ings in German industry. 

They expected Deutsche to 
pay for Bankers Trust 
largely by means of a mix- 
ture of cash and accounting 
adjustments. 

Deutsche would be 
required by regulators to 
deduct $5bn of goodwill 
included In the purchase 
price from its capital base 
for the calculation of its cap- 
ital adequacy ratios. 

The bank’s current Her 1 
capital ratio stands at 5.1 per 
cent, not much above the 
internationally accepted 
minimum of 4 per cent. How- 
ever, Deutsche is understood 
to have been allowed by Ger- 
man hanking regulators to 
use international accounting 
standards, which would 
incorporate some of its 
undisclosed reserves and 
take the ratio to 62 per cent 

The cheapest form of 
Tier 1 capital would 
probably take the form of a 
silent partnership, a peculiar 
German corporate form 
which Deutsche has already 
issued. 

Mr Krumnow said the 
acquisition, assuming it was 
approved by regulatory 
authorities, would cause 
some Job losses in areas such 
as trading, where the two 
banks’ staffs currently 
overlapped. 

In the US, where Bankers 
Trust is expected to 
dominate the new 
investment hanking 
business, Deutsche may shed 
some of its 2,000 staff. 


Australia looks 
to ‘mega-force’ 



By Gwen Bahteson hi Sydney 

News of the proposed merger 
between Bankers Trust and 
Deutsche Bank has fuelled 
speculation about the cre- 
ation of a “mega-force" in 
Australian banking and the 
rerival of an earlier plan by 
local executives of Bankers 
Trust Australia to launch a 
management buyout of 
Bankers Trust’s profitable 
Australian business. 

BT Australia (BTA). which 
includes Bankers Trust’s 
global funds management 
business, has not com- 
mented on the developments 
^ at Deutsche Bank and Bank- 
ers Trust. 

But BTA management, 
including Rob Henderson, 
the managing director, Is 
known to have raised the 
possibility of a partial or foil 
MBO of Bankers Trust’s 
Australian business in the 
Vast two months, reviving a 
proposal first aired several 

years ago. „ . 

Bankers Trust Australia is 
Australia’s largest and most 
profitable foreign bank and 
has recently become the 
croup’s most profitable divi- 
sion worldwide, with strong 
operations in fund nianag^ 
ment, investment banking 
and private client services- 
la the nine monthstoS^ 
mmber, it recorded net prom 
of AS158m (USSlOlm) - 
including a third-quarter 
profit of SSSm. against tne 
Bankers Trust group's over 

aanetlossafAS48to.Mor 

pan Grenfell (Australfo). 
Deutsche Bank’s “r 
became Australia s bigge* 
broker by volume and iwn 
largest funds manager ww* 
lowing purchase last 

the government-owned 

A «inm trrOUD £1150 8 brOKc”. 


Bankers Trust Funds Man- 
agement, the group's global 
funds mana gement business, 
is the country's second larg- 
est funds manager - behind 
AMP, the insurance and 
fin and al services group - 
with about A*37bn under 
manag ement The combined 
strengths of Deutsche and 
Bankers Trust would create 
Australia's biggest funds 
manager, stock broker and 
foreign bank. 

In funds management 
alone, the two would have 
combined funds of more 
than ASSObn, ahead of AMP 
with about $57bn. Several 
Australian banks have 
expressed interest in acquir- 
ing Bankers Trust’s asset 
manag ement operations and 
would almost certainly make 
an offer to match any pro- 
posed BTA management 
buyout 

Deutsche would be reluc- 
tant to let go of Bankers 
Trust's profitable Australian 
operations, said analysts. 
But the value of the Austra- 
lian business at AS2^5tm- 
S3bn. or up to one-third of 
the merger’s estimated total 
value ■ would most likely 
appeal as a way of diluting 
the takeover costs. 

If the merger proceeded, it 
weald increase pressure on 
the Australian government 
from local banks to lift the 

ban on mergers between the 

top four Australian banks. 

It would also trigger one of 
the biggest shakeouts to 
take place in Australia n 
financial services 
Analysts estimate up to 1,000 
jobs would be lost out or a 
total 3,800 in Deutsche s and 
Bankers Trust's Australian 

operations, with the rational- 
isation of overlapping 
operations. 


PointCast close to a deal with investor 


By Christ op he r Price 


PointCast, the US internet 
technology group, said yes- 
terday it was dose to signing 
an agreement with a strate- 
gic investor following its 
decision to pull oat of a list- 
ing on the Nasdaq market 
earlier rhia year. 

The loss-making company. 


which pioneered “push" 
computer software, enabling 
news and information to be 
selected via the internet and 
directed to users’ PCs, has 
been in tfllkw with a number 
of potential backers for a 
capital injection in return 
for a minority stake. 

Robert Sofiman. PointCast 
senior vice president of busi- 


ness development and inter- 
national operations, said yes- 
terday that talks with at 
least half a dozen potential 
investors bad been whittled 
down to one. 

Last year, PointCast pul- 
led out of a reported $400m 
deal with Rupert Murdoch's 
News Corporation. The US 
group b w<> been, linked 


with some of the big internet 
service providers. It has 
recently launched its own 
internet portal, which would 
be of interest as a front-end 
point of service for some 
ISPs. 

In its IPO filing in July. 
PointCast was seeking to 
raise about $50m and looking 
for a valuation of $250m. 


By Greta Stayn in Johannesburg 

Anglo American, the South 
African mining and indus- 
trial conglomerate which is 
set to move its primary list- 
ing to London next year, yes- 
terday announced a foil in 
net income. This reflected 
weak international demand 
for commodities and 
restructuring of the group's 

investment portfolio. 

Income after tax fell about 
13 per cent in the six months 
to end-September to R&3bn 
(S753m) compared with the 
same period last year. 

The figures were, however, 
distorted by a sharp fall in 
the group's income from 
realising investments. 

Anglo American has been 
selling off non -core invest- 
ments for the past two years 
in an effort to become more 
focused. In the six months to 
September last year, the sale 
of mining group JCI in a 
“black empowerment" exer- 
cise resulted in a big surplus 
on realisation of invest- 
ments. which was not 
repeated this year despite 
the group continuing to 
divest from non-core assets, 
such as Lonrho. 

Adjusted for one-off 
charges on the income state- 
ment - such as the effects of 


the group's restructuring - 
earnings were down 5 per 
cent, which was weaker than 
analysts had expected. 

The group's diamond 
interests, via De Beers, con- 
tributed only 19 per cent to 
earnings, compared with 24 
per cent at last year's inter- 
ims. World demand for dia- 
monds has been dented by 
the Asian crisis and the 
slowdown in global growth. 

Julian Ogilvie Thompson, 
Anglo American chairman, 
said the group would con- 
tinue to restructure as it pre- 
pared for a listing in Lon- 
don. which was expected to 
take place before the end of 
March next year. 

Divestments that were 
planned included AECI. the 
chemicals company, and SA 
Breweries, the industrial 
conglomerate and brewer. 
Minorca, the minerals com- 
pany which will be merged 
with Anglo to create Anglo 
American pic, would also 
sell non-core assets. 

Although the London list- 
ing would facilitate access to 
international capital mar- 
kets. the company had no 
intention to raise equity cap- 
ital in London in the 
short-term, “or even the 
medium-term,” Mr Ogilvie 
Thompson said. 
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borrowers to capitalise on growing investor 
demand. Being at the heart of Europe, driven 
by the same sentiments as other leading 
investors and willing to commit our own 
capital, we enjoy a reputation for excellence 
in identifying, structuring and delivering 
quality opportunities around the world. 

Our intensive regular contact with the 


investor base, global presence, leadership 
and experience provide foe depth of 
understanding required to recognise 
opportunities and underlying trends. Our 
clients benefit from foe combination of this 
market insight with proven placement power. 
As a result we have enjoyed tremendous 
growth in the last three years, we are a 
leading force in Europe and foe emerging 


markets of Latin America, Central Europe and 
Africa We continue to leverage our strength 
to add value for our clients, with quality 
selections in Europe and around the world. 
For further information, contact 
Luxembourg Tel: +352 4760 260 

London Tel: +44 171 475 5278 

New York Tel: +1 212 429 2210 

Singapore Tel: +65 530 6518 


lamed m UK w natron Banm Unfed. 
rcpuiuedlvSft. 

UBOfcOJ tS #* DwtfW 3toikOMp. 


O Dresdner Kleinwort Benson 






FINANCIAL TIMES WEDNESDAY NOVEMBER 2S I WS 



COMPANIES & FINANCE: EUROPE 


TELEVISION FRENCH GROUP SEEKS RAI SUPPORT TO FEND OFF MURDOCH CHALLENGE 


NEWS DIGEST 


Canal Plus set to sell 10% stake in Telepiu _ - _ k “ sees 
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By Paul Betts In MBsn 
and Samer bkandar In Paris 


Canal Plus, the French pay 
television group. Is set to 
sign an agreement next 
month with RAJ to sell the 
Italian state broadcasting 
network a 10 per cent stake 
In Telepm, the Italian pay 
TV group 90 per cent con- 
trolled by Canal Plus. 

The move is part of the 
French group's campaign to 
fend off a growing challenge 
from Rupert Murdoch and 
BSkyB, controlled by his 


News Corp company, in the 
Italian pay TV market 

On Monday Mr Murdoch 
announced the setting up of 
a News Corp Europe subsid- 
iary based in Milan to 
expand his television activi- 
ties in Europe. 

Canal Plus is understood 
to have already reached a 
preliminary agreement with 
RAI that is expected to be 
finalised before Christmas. 

This would see RAI pay an 
undisclosed sum hair in cash 
and half by providing televi- 
sion programmes over a 


three year period to Cana 1 
Plus. 

The French group is also 
seeking to entice other Ital- 
ian partners to its Italian 
pay television network 
including Wind, the recently 
established telecommunica- 
tions joint venture between 
Enel, the Italian state elec- 
tricity utility, France Tele- 
com and Deutsche Telekom, 
as well as other Italian com- 
panies such as Olivetti and 
Banca Commerciale Italians. 

Canal Plus would like to 
shed about 85 per cent or 


more of its 90 per cent stake 
in Telepiu to Italian part- 
ners. Fininvest, the holding 
company or Silvio Berlus- 
coni, the former prime min- 
ister and media tycoon 
which controls the Mediaset 
commercial television group, 
owns 10 per cent of Telepill. 

The French group has 
been seeking to attract Ital- 
ian partners to satisfy Ital- 
ian political demands for a 
significant Italian stake in 
the pay TV network. 

Canal Plus has also inten- 
sified its efforts to secure 


Italian partners as a way to 
counter Mr Murdoch's latest 
efforts to penetrate the Ital- 
ian television market. 

Mr Murdoch is also in 
final negotiations with Tele- 
com Italia to acquire a 39 per 
cent stake in the Italian pri- 
vatised telecommunications 
group's Stream subsidiary 
which plans to launch a 
rival Italian digital pay TV 
network to TelepiCL France's 


Canal Plus shares ended a 
volatile session at FFrl.328, 
up 0B per cent, after reach- 
ing a high of FFr1,363. 

Analysts said it was too 
early to assess the impact of 
yesterday’s announcement, 
which explained the low 
trading volumes. 

“Forecasting the outlook 
for Canal Plus is becoming 
almost impossible, with so 
mans 7 factors still up in the 


strong earnings growth 


TFi network and a rival of air," said Morgan Stanley 
Canal Plus is also planning Dean Witter, the US invest- 


to acquire a 10 per cent 
stake in Stream. 


ment bank, in a report on 
the French pay-TV company. 


New hypermarket 
ignores Russia’s 
economic chill 
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Deutsche Babcock, the Gemian engineering SfWftsad 

yesterday it expected doubte-digi* growth In «jjringsirfter 

texeTand minorities for the year ending Septen^wX- 

rm group. Which last time posted 

($140m)aJso forecast increases m 

ordera. ft said it expected incoming wders of about 

DM8.5bn and turnover of about DM9bn- 

Klaus Lederer, chief executive, said the group would 

consolidate its seven 

profit of at least OMSOm in 1998/99. after breafcng even m 

1995793. -This year. aH seven ^ J ^ ess . a f^ 

black and the five new ones will be next year, l» saw. 

The orouo has not made an operating profit since 1984. 

This year it expects to roughly double 1 997/98 sDM5^n 
profit before taxes and minorities. Sales were expected to 

the group would be buoyed by its mid- 
year a^eamenfto buy po^ pfe”* *, 

from Philipp Hotzmann. He said the move would foake 9L 
Babcock the world's third largest boilermaker and it could 
become number two or one if current “co-opaabon talks 
with Foster Wheeler of the US or captelgoods maker 
Babcock Wilcox bear fruit. Reuters, Obertiausen 
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A Turkish company is sticking with its bold 
plan to open a shopping centre in 
Moscow this week, writes Andrew Jack 


T he August economic cri- 
sis may have chilled the 
prospects for many Rus- 
sian retailers long before the 
arrival of winter snow, but 
one hypermarket operator is 
still going ahead with an 
ambitious venture in 
Moscow this week. 

Floors are still being pol- 
ished and shelves are being 
filled but the 28,000 sq m 
Ramstore shopping centre in 
the suburbs of Moscow is 
almost ready to be inaugu- 
rated by Yuri Luzhkov, the 
city's mayor, tomorrow. Sur- 
rounding the hypermarket is 
a three- storey mall with a 
food hall and a four-screen 
cinema. 

The imported food, con- 
sumer electronics and lux- 
ury clothes on sale may 
appear out of the price range 
of most Russians - many of 
whom have not been paid for 
months - but the company 
predicts that it will attract 
20,000 customers a day. 
“Average income per head in 
Russia is high enough for 
us," says Aziz Bulgu, manag- 
ing director of Ramenka, 
operator of the complex. He 


says the purchasing power 
of the company, which 
opened a smaller shopping 
centre in another part of the 
city last year, allows it to 
offer lower prices than the 
city’s open air markets, just 
when consumers most need 
competitively-priced pro- 
duce. About 40 per cent of 
stock is provided by Russian 
suppliers, whose goods usu- 
ally sell for less than the 
imported equivalents. 
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The company’s 
purchasing power 
allows it to offer 
lower prices than 
the markets 


While Moscow has no 
shortage of corner stores and 
kiosks full of food, the city 
knows little of the modem 
hypermarket. A number of 
Western retailers have been 
eyeing the Russian market 
closely over many past few 


months, but “things have 
gone very quiet since 
August”, says one local 
financier. He argues that 
successful projects require 
long-term relationships with 
influential personalities, and 
Ramenka has been discuss- 
ing projects since the early 
1990s. 

Greg Thain, head of GFK 
market research in Moscow, 
said: “Russian stores have 
been fragmented up to now. 
Foreign investors have been 
concerned about the per- 
ceived threat of the mafia, 
and thought *why go as far 
as Russia when there are 
nearer markets to develop'. 
But we believe there will be 
eight to 10 hypermarkets in 
Moscow by the end of 1999." 

Mr Bulgu suggests that his 
company's bullish view 


reflects the mentality of its 
Turkish backers: the busi- 
ness is owned by the con- 
struction group Enka and 
the Koc Group, which runs 
the 2MFstrong supermarket 
chain Migros In Turkey. 
“Everyone went into a panic 
during the economic crisis in 
Russia," Mr Bulgu says. 
“But we are used to uncer- 
tainty. devaluation and 7080 
per cent inflation in Tur- 
key." 

He says that the existing 
Ramstore In Moscow suf- 
fered only briefly after file 
abrupt devaluation In 
August, when customers 
either bought In a panic or 
stopped all purchases as the 
rouble fluctuated sharply 
against the dollar. “We had. 
to change our prices every 
evening," he says. The quan- 


tity of Russian-supplied 
goods also rose from 30 per 
cent to the current 40 per 
cent during the period. He 
adds that the store is on line 
to break-even in just over 
seven years. 

The company has a 49-year 
lease on its new site, granted 
by the Moscow city govern- 
ment, and has taken steps to 
protect itself from the risks 
that sometimes accompany 
highly-visible businesses in 
Russia. It Is paying the sala- 
ries of policemen to provide 
security around the complex, 
as well as private security 
staff inside the shops. 

Financing for Ramenka's 
retail developments to date 
has cost S80m. including an 
unusual loan to a commer- . 
dal project from the Interna 1 
tiohal Finance Corporation, 


the World Bank's private 
sector financing arm. But 
much of the money has and 
win continue to come from 
the cashflow generated from 
its existing operations. 

Income includes sales from 
Its hypermarkets, but also 
rental from the franchises in 
its malls. The new centre 
opening this week includes 
McDonald's, Yves Rocher 
and Hallmar k outlets. The 
luckiest local retailer is the 
BP petrol station already on 
the edge of the site, which 
will make no contribution to 
Ramenka while benefiting 
from the additional business. 

The company plans a third 
centre in Moscow next year, 
and also similar develop- 
ments.; in Saint Petersburg, 
Novosibirsk, Rostov and 
Nizhny NovogorxxL 


The European Commission is today expected to give a 
green light to the merger of Stora and Enso. the Swedish 
and Finnish groups, whish will create the world's largest 
paper producer. An official said the Commission - which 
vets large cross-border mergers fn the EU - had accepted 
changes made by the two companies and did not Intend 
to impose any conditions on the deal. When Brussels 
extended Its probe in July, it said it objected to the high 
share of the liquid packaging market that the merged 
entity would win. ft was also worried that the merger 
would substantially increase concentration in the newsprint 
and magazine paper markets. £. 

The official would not comment on toe changes offered 
by the companies, which last week said they did not 
involve divesting any board or paper capacity. Aggrieved 
competitors could still trigger a separate Investigation by 
the Commission If they complain that the merged com- 
pany is abusing its dominant position. 

Emma Tucker, Brussels 
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Global Finace plans new fund 


Investors enthusiastic for stopanska Losses in Asia 
France Telecom offer l^Eiste tort global gaii 


By Samar tskandar In Paris 


More than 2.3m individual 
investors have booked 
shares in the FFrBObn 
($105bnj secondary offering 
of France Telecom, the 
partly privatised telecommu- 
nications operator, prompt- 
ing the French government 
to exercise an over-allotment 
option, increasing the offer- 
ing by 15m shares. 

Demand was bolstered by 
the strong recovery In the 
share price, which has risen 
more than 13 per cent since 
the transaction was 
launched on November 9. 

France Telecom shares 
closed yesterday at FFr421, 
up FFri. 


The end of the booking 
period on Monday also sig- 
nalled the beginning of the 
book-building process, which 
will lead to the final pricing 
of the offering next weekend. 

Under the Paris stock 
exchange's open price rules, 
Banque Nationale de Paris 
and Paribas, respectively 
lead manager and co-lead 
manager, will gauge demand 
among French investors 
before setting the final price. 
Dominique Strauss-Kahn. 
finance minister, set a maxi- 
mum price of FFr420, equiva- 
lent to Monday's closing 
price. Institutional investors 
will pay FFrio more. 

If the offering is oversub- 
scribed. individuals who 


have booked up to FFr30,000 f^nnlr 
of shares will be awarded at MilMlv 
least twice as many as other 
investors. A clawback option By Kevin Done 
also allows the coordinating East Europe Correspoedent 


but global gains 
for Ahold group 


Global R nance, the Greek venture capital fund manager, 
has launched a new dosed -end fund to invest in medium- 
sized companies in eastern Europe and the former Soviet 
Union, despite continuing bistability on Russia's financial 
markets. Greek and international investors have committed 
a total of $62m to the Black Sea Fund, a private equity 
fund, against a target of $100m set when subscriptions 
opened early this year amid forecasts of rapid economic 
growth in the region: ’ 

Angelos 'Plakopittas, managing director of Global i ^ 
Finance, said investors in the BSF inducted Greek entre-* 
preneurs and shipowners, as well banking and insurance 
groups. The minimum partidpation was set at $1m, he 
said. The European Bank for Reconstruction and Develop- 
ment and the International Finance Corporation, the World 
Bank's private sector lending am, are committed to taking 
stakes of 30 per cent aid 20 per cent respectively In the 
BSF, he said. Kerin Hope, Athens 


STEELMAKING 


By Kevin Done 


By Gordon Cramb in Amsterdam 


banks to re-allocate some 7m 
shares from institutions to 
retail investors. 

After the transaction the 
state's stake in the company 
will fell from 75 per cent to 
just over 62 per cent 

Another 2 per cent stake 
will be sold directly to Deut- 
sche Telekom, the recently- 
privatised German operator, 
as part of a long-term coop- 
eration agreement involving 
cross^hareholdings between 
the two companies. 
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Siena - Piazza La Lizza, 1-3 

Property of 

Banca Monte del Paschl di Siena S-jxA. 


Santa InvnabBteri Bmcfte S.I.B SijxA Im been entrusted wAhttio teste olpranxxtog me eate of ihe feu- star 
hotel complex, called Hotel ExceMor. started in Siena. Ptarai La Usa 1-3, Jndutflng matin furnishings and 
fUnps, aa la and In Ha present legal statue Located In a presH^ous potftan. near the dty cetsre and easily 
aoeaMUe. the buftfcig co mpr toas 6 Itoora end 3 basemen floors, wtti 126 rooms, d s ep tog 222. It oowra an 
area or apprudmasety 8,000 sqm. tnd mg lot afly restored ar the beginning or (he 00*. The complex attars 
cotOnenoo Mrvtoe* wteh various sized moottog rooms, rasterant, bar and sufeafcte eqdpmenL 
The Susfrwre la paea ntf y retained by a Arm operating In htsri tnansgaroont. to whom the right U pre-cropboo 
hsebeen reotupteaod. tapsrthonrnwobftgafonrt vscsdngtheprecnteee wtahki ospecllcd pwtod ottimo inlhe 
event of the non-otarcteo of this right In acconfl u ica wtft the prior ayeoemems estatiahed wffft the Owner. 
Tbs buyer wit haw 10 hancfla the con si gnment dbectly wteh the current management, undotttdng. 
tuntmnnara. to maintain the current employment lewis at the hotel co mpan y. 

Those interested In buying Vie property should submit taffy secured purchase ousts by 1200 pm on 10&1 
December 1998 by regMared maff vMi return receipt eent to the toUmring address tServta tenrnobflflri Sanche 
S la S.pA, via Vfentere. 13. 20122 Man - hay. 


Pro o ml ii rsTobeeoio— dtortteacla nlsal ongioffera : 


* Ow oner must be prepend according to the form aMflabto at the M8an eWca m Santa Kn m cMtert Bancha 
S.LB. Sp.A (located In Via Utamaro, 13) wham tut documentation ml lug to me property. Indudb^ the M 
of the eg ra etnanta wflft the present tenant, la awflabla : 

+ the purchase price, nst of bubs, lor the whole property on sale must be stated end the payment dates end 
method*, aa we* as the odertt term d vofldty (it least 60 days), must be spoofed ; 

♦ otters mwt contain the dadaraOon ihst the Offeror a aubnaamg the after eoimy ki hta own name and not on 
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Full documentation about me 
property is available also on the 
internet: 




http J/www^ib-spa. com 


Senriad bmwMBSrt Bjmdn 


Via Verziere, 13 - 20122 Milano 
Tel. 02-77.831 
Fax 02-77.B3J217 
E-maif: Sales Manager 
business® slb-spa.com 


Erste Bank, the second 
largest publicly-quoted Aus- 
trian bank, is pulling out of 
its planned investment 
which would have made it 
the strategic investor in 
Stopanska Banka, the lead- 
ing bank in Macedonia. 

The withdrawal is a seri- 
ous setback for Macedonia, 
which has lagged behind all 
other countries in former 
communist central Europe 
in attracting foreign invest- 
ment It regarded the Sto- 
panska deal earlier this year 
as the key move in restruct- 
uring the country's troubled 
financial sector. 

Erste Bank said last night 
that it had decided to aban- 
don the deal in order to 
focus “more strongly on core 
competencies and markets". 

Its withdrawal leaves Its 
partners - the European 
Bank for Reconstruction and 
Development and the Inter- 
national Finance Corpora- 
tion, the private sector 
finance arm of the World 
B ank - in an embarrassing . 
vacuum without a strategic 
investor to lead the reorgani- 
sation of Stopanska. 

Under the terms of the 
deal announced earlier this 
year, the consortium of 
Erste Bank, EBRD and IFC 
was to have acquired a 55 
per cent stake in Stopanska 
for about $20m. in one of the 
biggest foreign investments 

yet made in the former 
Yugoslav republic since it 
gained independence in 1991. 

Stopanska was to acquire 
a stake of 25 per cent with 
the IFC and the EBRD each 
investing about $5.4m for 
stakes of 15 per emit 

Erste Bank said that the 
original plan to invest in 
Stopanska had been made by 
one of its predecessor 
Institutions GlroCredit 

It said that the recent tur- 
bulence on international 
financial markets had 
prompted it to focus more 
strongly on its core markets, 
which did not include Mac- 
edonia. 

Erste Bank said that it 
would continue to support 
current projects such as the 
transformation of Stopanska 
Banka's information technol- 
ogy systems. 


Ahold, the Netherlands ' 
leading supermarkets group, 
showed an unexpectedly 
large widening of losses in 
Asia, and its shares dipped 
j in spite of a 2SL3 per cent rise 
in worldwide net earnings to 
FI 256.5m ($135m) in the 
third quarter. 

Earnings per share, held 
back by equity issues to 
fund international acquisi- 
tions, were 12.5 per cent 
higher at 44 cents compared 
with 39 cents. The shares 
closed FI 2.40 lower In 
Amsterdam yesterday at 
FI 66.50 after touching 
Fl 65.20. 

The operating loss in Asia, 
where Ahold has been open- 
ing outlets in Thailand, Mal- 
aysia and China, was 
Fl33£m in the 12 weeks to 
October 4, compared with 
Fl 25.6m for the correspond- 
ing period a year ago. 

The group had indicated 
its intention to reach 
break-even in the region by 
2000, a target which analysts 
have begun to question. 


The overall figures were 
slightly below the average of 
broker forecasts. 

In the US. Its biggest mar- 
ket, operating profits were 
18.1 per cent ahead at 
$145Rm, but a weakening in 
the dollar meant this did not 
translate as strongly In guil- 
der toms. 

Ahold’s latest purchase, 
the Maryland-based Giant 
Food, will be consolidated in 
its earnings only from the 
current quarter. With the , 
operational Integration of 1 
Giant described as ahead of 
schedule, the group named 
Dick Baird to run the chain. 
He moves from Stop & Shop. 

Operating results in the 
Netherlands were 10.6 per 
cent higher at Fl 153.8m. 
Rises were also recorded in 
the rest of Europe and in 
Latin America. Global sales 
moved up 2.4 per cent to 
Fl I2£9bn. 

The group re-affirmed a 
forecast that full-year net 
profits, as waU as earnings 
per share, would show 
growth In the range of 12-20 
per cent compared with 1997. 


Usinor in rail equipment sale 


Usinor, the French steelmaker, has agreed to sell Its Val~ 
dunes and RTM railway wheel and axle manufacturing 
subsidiaries to Freedom Forge of the US. Valdunes is the 
main European producer in its sector, forging 110,000 
wheels a year and generating annual sales of FFr560m 
($9 8m). Pennsylvania-based Freedom Forge supplies ' 
around 170,000 wheels and 80,000 axles a year to the 
North American market and will have 1998 sales of some 
$170m. Usinor said the new group would be able to 
deliver nearly 400,000 forged wheels a year, making it the 
world’s leading producer. David Owen, Paris 








ENERGY 


Lukoil and Gazprom sign deal 



Lukoil and Gazprom, two of Russia's largest natural 
resource groups, yesterday signed an outline agreement 
for a wide-ranging strategic partnership covering future 
joint oii and gas exploration, production and marketing 
activities. Lukoil said there had been no formal co-opera- 
tion between the two groups until now, although it 
acquired Gazprom's 15 per cent stake in a Kazakhstan oil 
field last year, signalling the start of links. 

Lukolf said the agreement would cover future rather than 
existing operations, and could include future exploration. It 
said no financial split had been drawn up on such pro- 
jects, but it expected them to take the form of a 50-50 
share of costs and revenues. It said Gazprom would soon 
begin processing gas, polyethylene, fuel and lubricants 
extracted by Lukoil. Andrew Jack, Moscow 
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Unaudited Financial Results (Provisional) 

for the quarter and half year ended 30th September, 1998 
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ADVERTISEMENT 


the german pfandbrief 


Progress Report for Investors 


Europe's largest bond market expands 


■* 


German Pfandbriefe attract 


Rewarding 
growth in tiie first 


investor fav or in record year — of 1998 


In spite of the global turmoil which 
led to unprecedented volatility in in- 
ternational bond markets following 
the Russian devaluation in August, 
1998 has been another spectacularly 
successful year for the German Pfand- 
brief market in general and for the 
Jumbo Pfandbrief sector in particular. 
First launched in May 1995, Jumbo 
Pfandbriefe are straight bonds with a 
minimum value of DM 1 billion, which 
are supported by a commitment from 
at least three market-makers to quote 
continuous two-way prices during 
normal trading hours for lots at up to 
DM 25 million. By the beginning of 
October 199S, over DM 380 billion of 
Jumbo Pfandbriefe had been raised 
through 214 outstanding issues, with 
almost DM 60 billion in the third quar- 
ter of the year alone, leading some an- 
alysts to forecast that by the end of 
this year total outstanding volume will 
surpass DM 400 billion. 


The increased involvement by foreign 
investors in the Jumbo market is a 
direct reflection of the two most 
prominent characteristics of issuers’ 
strategies in 1998. These have been 
aimed at bolstering liquidity through 
the issuance of increasingly large 
Pfandbriefe on the one hand, and at 
continuing to diversify the investor 


An important agreement was reached 
in August 1998 by a group of 17 mar- 
ket-makers who committed them- 
selves to acting as repo dealers in the 
Jumbo Pfandbrief issues in which 
they had acted as lead or co-lead man- 
agers. Under the terms of this agree- 
ment. which applies only to Jumbo 
transactions with a size of at least 


with a maturity of between 3.5 and 
5 years and a no minal amount of 
DM 259,000, as well as a parallel con- 
tract available since October with a 
euro-denominated value of 100,000 
euros. 


.DM 380bfflonoBfa 
(September 1398} 


It would be premature to judge the 
long-term viability of the future con- 
tract Important is that the creation 
of the future contract is meant to 
pave the way for investors and mar- 
ket-makers to hedge their Pfandbrief 
exposure far more efficiently than 
they have in the past Historically, 
participants in the market were able 
to hedge their positions with the 
Bund future and the Bobl contract, 
which eliminated interest rate risks 
but not those associated with the 
spread between Pfandbriefe and 
government bonds. 


In the first six months of 199S. Ger- 
many's private mortgage banks con- 
tinued on :t course of healthy expan- 
sion. New loan volume reached al- 
most DM 200 billion, an increase of 
more than 22% over the comparable 
year-earlier period. Nearly three- 
fourths of the new business, DM 145 
billion, was accounted for by lending 
to public-sector borrowers at the 
federal, state, and the regional levels. 


from historically low interest rates 
in the first half of the war. 


Mortgage lending also recorded a 
surprisingly solid growth of 9.8% to 
over DM 51 billion, largely resulting 


Reflecting expansion on the lending 
side, the mortgage banks also boosted 
their gross sales of Pfandbriefe. The 
volume of new issues was DM lift bil- 
lion, up about one-fourth over the 
same period in 1997. Some DM 140 bil- 
lion were Public Pfandbriefe. Overall, 
the private mortgage banks suc- 
ceeded in expanding their leading 
position on the Pfandbrief market, 
increasing their market share to 
two-thirds of new sales. 


6ennany’s Mortgage Banks in Perspective 


In the first half of 1998, more than 
50% of all Pfandbrief new issue vol- 
ume was accounted for by Jumbo 
bonds. Non-Jumbos are now usually 
referred to as traditional or classical 
Pfandbriefe, which offer lower liquid- 
ity levels but higher yields than the 
Jumbo instruments. All Pfandbriefe, 
which at DM 1.8 trillion outstanding 
account for some 38% of the entire 
German fixed-income market, are 
backed by the same outstanding col- 
lateral in the form of mortgages and 
loans advanced to the public sector 
175% of all Pfandbriefe outstanding 
are Public Pfandbriefe). This, backed 
by the support of double legislation in 
the form of Germany’s bank super- 
visory law and a specific legal frame- 
work governing the issuance of 
Pfandbriefe, has allowed Lhe market 
to enjoy an uninterrupted period of 
some 100 years in which no investor 
has ever failed to receive payment of 
full interest and principal on a Pfand- 
brief issue held to maturity. 


Aside from the dear long-term ben- 
efits of a reliable hedging instrument 
in the Jumbo Pfandbrief market, the 
launch of the new future contract has 
underscored the commitment to the 
development of this market. 


base through the launch of bonds de- 
nominated in currencies other than 
D-Marks. 


By the end of September, 26 Pfand- 
brief issues denominated in curren- 
cies other than D-Marks had raised 
the equivalent of some Ecu 7.4 billion, 
with 31.7% in French francs, 30.6% in 
ecus or euros, 2L3S in US dollars, 
9.8% in sterling and the remainder in 
Swiss francs and Italian lire. 


DM 2.5 billion and a remaining life to 
maturity of more than two years, the 
market-makers are committed to quote 
continuous two-way prices for tickets 
valued at between DM 5 million and 
DM 25 million with a bid/offer spread 
not exceeding 25 bp. 


The Pfandbrief in Euroland 
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Jumbo Pfandbrief future 
contract launched 


Passing the liquidity stress 
test in 1998 


In addition to having attained very 
clear critical mass, the Jumbo Pfand- 
brief market is highly diversified in 
terras of maturities, with investors 
now offered a full yield curve made up 
of issues with tenors ranging up to fif- 
teen years. While at the end of Sep- 
tember 1998 the three to four-year 
maturity was the most popular among 
issuers, it accounted for only 14.8% of 
total outstanding Jumbo Pfandbriefe, 
with 12.9% of issues in the four to five- 
year maturity. 11 -S% maturing be- 
tween six and seven years and 10.7% 
in the nine to ten-year span. 


Attracting more foreign 
investment 


Us size apart, another highly encour- 
aging development in the evolution of 
the Jumbo Ffandbrief market in 1998 
has lwon the increased participation 
in the sector of foreign investors. 
While overseas investors bought just 
over DM 250 billion of non-govern- 
ment DM bnnris In the whole of 1997 
(Uu* majority of which were account- 
ed for by Pfandbriefe), in the first half 
of 1998 alone foreign purchases of 
non-government bunds amounted to 
DM 200 billion. 


It is broadly recognized that Ger- 
many’s Pfandbrief market in general 
- and its Jumbo Pfandbrief sector in 
particular - withstood the recent cri- 
sis in the global fixed-income market 
very successfully. Although spreads 
on 10-year Pfandbriefe widened 
against government bonds to more 
than 50 basis points at the height of 
the crisis, which compares to an aver- 
age spread over the last 25 years of 
26 bp, this performance was in line 
with other German fixed-income prod- 
ucts, all of which widened consider- 
ably relative to Bunds reflecting the 
universal flight to government bonds 
sparked by the Russian turmoil. With 
European bond markets now stabiliz- 
ing, and with spreads still above their 
historical average, Germany's Jumbo 
Pfandbrief market offers unprece- 
dented value for investors searching 
for a combination of security, liquidity 
and a pick-up over government or 
surrogate government paper. 


Another new development in the 
Pfandbrief market in 1998 has been 
the launch on Eurex of the Jumbo 
Pfandbrief future contract. Official 
trading began on July 6. with the future 
modeled on the German government 
Bobl future. The Pfandbrief future is 
based on a notional 6% Jumbo issue 


Following the formal launch of EMU 
at the start of 1999, the Pfandbrief 
market will emerge as comfortably 
the largest and most liquid non- 
government bond market segment 
within EMU. The importance of the 
sector is amply illustrated by the fart 
that Pfandbriefe wfll be classified as 
Tier 1 collateral for open market and 
lombard facilities by the European 
Central Bank. As such, it will be a 
market which no fixed-income in- 
vestor in Europe, irrespective of 
location, can afford to overlook. 
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In anticipation of this, Germany’s 
mortgage banks have played a very 
active role in ensuring that they make 
themselves as open and accessible to 


Pfandbrief Ratings 
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More important than the price per- 
formance of the Pfandbrief market 
during the crisis, however, was the 
successful maintenance of stability 
and liquidity in the sector. Market- 
makers continually posted two-way 
prices on all Jumbo Pfandbrief issues, 
ensuring that throughout the turmoil 
the market remained more liquid than 
even the Eurobond sector. 
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investors outside Germany as pos- 
sible. Aside from having prepared 
themselves for EMU by launching an 
increasing number of Jumbo issues 
aimed at international investors, 
Germany's mortgage banks have 
already committed themselves to 
redenominating all their ootstanding 
Jumbo issues into euros from the 
beginning of January 1999. 

In addition, over 93% of Jumbo issues 
and their total volume outstanding 
are rated, and market participants 
believe this high figure can only con- 
tinue to rise within the competitive 
environment which will be created 
following the launch of EMU when 
currency considerations will be re- 
placed by a strong emphasis on credit i 
quality. Of the Association's 24 mem- 
ber banks. 18 have had their Pfand- 
briefe rated. Already, a number of 
investors in Europe and from farther 
afield have responded positively to 
the endeavors of Germany!? mortgage 
banks, building substantial positions 
in the Jumbo Pfandbrief market in 
readiness for EMU. 


GERMANY'S 
MORTGAGE BANKS 
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Most analysts believe that this 
process still has great potential As 
Goldman Sachs noted in a study pub- 
lished in J one: “We expect the Pfand- 
brief market, and in particular global 
public-sector Pfandbriefe, to become 
increasingly accepted by European 
and non-European investors alike and 
to eventually assume a position anal- 
ogous to that of federal agency debt 
within the US dollar bond market.” 
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SDOOEUTSOffBOOENCRUJfTBANKAG, MUNCHEN 
HYPOTHEKENBANK EG. MUNCHEN 
N0RNBERGER HYPOTHEKENBANK, NURNBERG 
DttlA HYPOTHEKENBANK BERLIN AG, BERLIN 
BFG HYPOTHEKENBANK AG. FRANKFURT 
SCHES1MG-H0LS7TIN5CHE 1ANDSCHAFT HY- 

pothekenbankag.kiel 

WL-BAWC, MUNSTER 


WUSTENROT HYPOTHEKEWANK 
aktiengeseuschaft, LUDWIGSBURG 

M.M. WARBURG A CO HYPOTHEKENBANK AG. 

HAMBURG 
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For further information about 
Gwman Pfandbriefe p/ease contact: 

Bonn, Germany, Fax M9-22SJ 9590244 
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BAN KING- INVESTMENT GROUP CONSIDERS RELOCATION W_EFF0RTT0 I NTEGRATE WITH CITI BANK'S CORPORATE OPERATIONS QjjJy QJ|0 

Salomon in moye on Citibank integration f or Rio project 


All h 


By Nonna Cohen In London and 
Tracy Corrigan In New York 


Salomon Smith Barney, the 
investment hanking arm of 
financial services group Citi- 
group, is discussing moving 
all of its London operations 
to a new building at Canary 
Wharf in London's Dock* 
lands, as part or an effort to 
integrate the investment 

bank with the corporate 
banking operations of Citi- 
bank. 

Citicorp, the US bank. 


merged with Travelers, the 
parent of Salomon Smith 
Barney, in September. 

But the forced departure 
of Jamie Dimou, president of 
the newly formed Citigroup 
and co-head of Salomon 
Smith Barney, earlier this 
month highlighted problems 
in the integration of the two 
businesses. 

Victor Menezes, of Citi- 
bank, and Michael Carpen- 
ter, a Travelers executive, 
have been put in charge of 
the integration. 


The possible move was dis- 
cussed at a meeting on Mon- 
day in London with senior 
European executives of Salo- 
mon Smith Barney. 

Although no official state- 
ment has been made to staff, 
one of those present is 
understood' to have briefed 
members of his own team 
about the discussions. 

Yesterday, a spokesman 
for the company declined to 
comment, except to say 
“nothing has been decided 
yet". 


Executives at Citigroup 
believe that If the integra- 
tion of Citi's banking busi- 
ness and Salomon's invest- 
ment banking business is 
effective, Europe is one of 
the most attractive opportu- 
nities for winning new busi- 
ness. 

Salomon's operation in 
Europe was a money-loser 
prior to its merger with 
Smith Barney, but Citigroup 
executives hope that invest- 
ment bankers will be able to 
take advantage of Clti's cor- 


porate banking relationships 
to build its investment bank- 
ing business. 

Citibank, the corporate 
banking side of Citigroup, is 
dose to completing a new 
European headquarters 
building at Canary Wharf. 

Options include integrat- 
ing all staff into a single 
building, or the construction 
of a further building on a 
site adjacent which has been 
earmarked for development. 

Salomon Smith Barney is 
based at a 195.000 sq ft build- 


ing, Victoria Gate, at Victo- 
ria Station in the west of 
London. It has occupied the 
building since 1964, but since 
the merger between Salomon 
and Smith Barney last year, 
space has become cramped. 
The group also occupies 
premises at Piccadilly and at 
Lombard Street In the City 
of London. 

The -estimated value of the 
Victoria Gate site is £90m- 
£i00m (Si49m-Si60m). assum- 
ing rents of £35 to £38 per sq 
ft 


By John Barham hi S8o P»*»_ 


Retail investors 
choose bond 


AOL to power 


funds over equity 


By John Anthers in New York 


US retail Investors 
confounded expectations last 
month - the strongest 
month for the US stock mar- 
ket in more than a decade - 
by putting twice as much 
money into bond funds as 
into equity mutual funds. 

There was also a huge 
increase in the amounts put 
into money market funds, 
which can be used as park- 
ing places for investors 
uncertain about the overall 
direction of the market. 
Total flows of new cash into 
money funds rose from 
$7.4bn In September to 
$454bn last month. 

For the year overall, money 
funds attracted $210.0bn in 
new money compared with 
$89.7bn over the same period 
last year. This seems to 
show that the severe volatil- 
ity in equity markets 
deterred small investors 
from m aking long-term deci- 
sions. 

Flows of new money into 
equity funds are lagging far 
behind last year, with net 
new investments of $142.6bn 
during the first 10 months, 
down from $i93.4bn in the 
equivalent period last year. 

This was despite recent 
market recovery, which 
means most: equity fund 
investors have seen as 
strong a return for 1998 as 


they did in 1997. Sentiment 
among professional inves- 
tors has been buoyed in 
recent weeks by tbe belief 
that investors would con- 
tinue to put money into 
equity funds, and that this 
would force share prices to 
rise further. 

Mutual fund investors usu- 
ally appear to "follow tbe 
market”, putting in tbe larg- 
est amounts of money when 
markets are doing well. But 
the net flow into US equity 
mutual funds last month 
was only $2.35bn, signifi- 
cantly down from Septem- 
ber's SG-32bn. 

Bond funds attracted 
$4.62bn during tbe month, 
barely behind September's 
cash flow, despite Treasury 
bond prices felling. 

The Washington-based 
Investment Company insti- 
tute, the trade association 
compiling the figures, said 
falling short-term interest 
rates had helped to boost 
flows to institutional funds. 

Within equity funds, it 
said, investors shunned rela- 
tively conservative invest- 
ments. “‘Aggressive growth" 
funds, specialising in small 
companies with East growing 
profits, growth ftinds, and 
funds specialising in specific 
industrial sectors, also saw 
inflows, while money flowed' 
out of growth and Income 
fends. 


up e-commerce 
with $4.2bn buy 


By Louise Kehoe and 
Roger Taylor bi San Francisco 


America Online aims to 
“turbo-charge e-commerce" 
with its acquisition of Net- 
scape Communications, the 
companies said yesterday as 
they announced the si gning 
of the $4-2tm all-stock trans- 
action. 

Already the world's hugest 
provider of online services 
and internet access, with 
14m subscribers, AOL plans 
to use Netscape's software, 
and in particular its prod- 
ucts for electronic commerce 
websites, to offer “end-to-end 
solutions to bricks and mor- 
tar merchants" enabling 
them to go online, said Steve 
Case, AOL wliwfwmaw and 
chief executive. 

The combination of AOL’s 
consumer traffic and Net- 
scape’s technology would 
fulfil the promise of e-com- 
merce and combine two of 
the best-known brands in 
cyberspace, he said. 

After several weeks of 
intense negotiations, AOL 
announced a three-way deal. 
As well as buying Netscape, 
AOL agreed a three-year 
technology and marketing 
wlUanw* with Sun Microsys- 
tems, the leading supplier of 
computers used to '-host 
internet websites. 

Under the terms of that 


agreement. Sun will market 
Netscape's existing software 
products and jointly develop 
new e-commerce software. 
The companies will also 
combine to develop software 
to run on a new generation 
of mobile Internet access 
devices - cellular tele- 
phones, pagers and other 
pocket-sized products. Sun 
will pay more than S350m in 
licensing and other fees to 
AOL. This will be balanced 
by AOL's purchase of $500m- 
worth of products and ser- 
vices from Sun over the next 
three years. 

Mr Case said another 
important element of the 
deal was Netscape's Netcen- 
ter website. It would compli- 
ment AOL's existing ser- 
vices, he said. AOL appeals 
primarily to consumers, 
while Netcenter had 
achieved a strong following 
among those who use the 
internet at work. 

Netscape will operate as a 
stand-alone subsidiary of 
AOL. Jim Barksdale, Net- 
scape chief executive, will 
join the board of AOL. but 
have no operating responsi- 
bilities. Other senior Net- 
scape executives will report 
to Bob Pittman. AOL chief 
operating officer. 

Mr Barksdale, who had 
recently said Netscape . 
planned to “go it alone” said 



A group of Brazilian and 
Italian companies yesterday 
submitted the only bid For a 
project to construct a contro- 
versial I6ton-17km extension 
to the Rio da Janeiro under- 
ground system, expected to 
, cost more than $8Q0m. 

The contract requires the 
consortium to buQd the new 
line within four years and 
operate it for a further 21 
years before turning it over 
to the state of Rio de 
Janeiro. Tbe state is to con- 
tribute up to S41Sm to the 
cost of the project, leaving 
the balance to he financed 
by the private-sector consor- 
tium. 

The private group com- 
prises three large Brazilian 
construction companies, 
Constran, Trans-Sis te mas de 
Transports and Queiroz Gal- 
vao. ATM-Azienda Tran- 
sport! Municipale. which 
holds 10 per cent of the con- 
sortium and operates tbe 
mian underground system, 
will run the new Rio line. 


However, a state official a 
said that the project was ■ 
likely to cost more than the 
consortium's minimum bid 
of $40Sm. Tbe consortium 
has not yet said how it 
Intends to finance the proj- 

Brazil has raised $37.31 bn 
so far this year from selling 
state-owned assets in one of 
the world's largest privatisa- 
tion programmes. 

FlAvio de Magalhaes, exec- 
utive secretary of the state 
privatisation commission, 
said: This is an Important 
project. It is the first project 
of its type in Brazil ” He said 
that although It was disap- 
pointing the project- 
attracted only one bid.® 
it indicated that investor 
confidence was returning 
to Brazil after the financial 
crisis which erupted In 
August 

The state had to postpone 
an earlier round of bidding 
when none of the groups 
was able to find financial 
guarantors to back their 
bids. 


IP sees deal lead 


to paper profits 


By John Audios in New York 


Jim Barfcsdafca: “We an jazzed about the dear 


tbe deal was a "compelling 
alternative". “We are jazzed 
about tbe deal. This creates 
the winning team for e-com- 
merce in the next century." 

Netscape, which distrib- 
utes its web browser free in 
response to competition 
from Microsoft, had refo- 
cused on the portal website 
and e-commerce, said Mr 
Barksdale. “A year ago, the 
browser represented 25 per 
cent of revenues. Now it is 
zero." 

A key witness in the ongo- 
ing Microsoft antitrust trial 
in Washington, Mr Barks- 
dale yesterday downplayed 
the relevance of .the AOL- 1 . 
NetScape Combination to the 
antitrust case. 

Mr Case, while not com- 


menting ou the antitrust 
issue, said AOL wished to 
maintain Its relationship 
with Microsoft. It would con- 
tinue to offer subscribers 
Microsoft's browser software 
to ensure AOL software was 
included on the Windows 
opening screen. However, in 
fixture AOL would distribute 
Netscape's browser via Its 
ICQ “chat" website. 

Separately, Netscape yes- 
terday reported a strong 
surge in revenues for. its 
fourth quarter. Revenues 
were $i62m against 1192m. 
Net income of $2.7m was 
down sharply on $ 10 . 2 m a 
year earlier.,. Excjudtagrnon- 
T ec m t lS g changes, "earnings 
per share were 4 debts: Ana- 
lysts had forecast s cents. 


Yesterday's $6.6bn deal 
between International Paper, 
the largest US paper com- 
pany. and Union Camp, 
another US paper manufac- 
turer, valued UC at $71 a 
share - a huge premium to 
its price of $4ftft immediately 
before the deal. By mid- 
morning, UC's shares bad 
risen to $66 ft, a 37 per cent 
rise. 

IP predicted the deal 
would be accretive to earn- 
ings within the first year. 

John Dillon. IP chief exec- 
utive, said the recent stock- 
market resurgence had not 
been, a factor, and the deal 
had only been discussed for 
a matter of weeks. 

The deal, described by Mr 
Dillon as a “perfect fit”, fat- 
lows a serieg of asset sales 
by IP and 'allows it to 
increase Its concentration on 
paper, packaging and forest 


products. The deal should 
cZose nest year, either at tbe 
end of the first quarter or «* 
the beginning of the second. 

It will be accounted as pool- 
ing ol Interests, with UC 
shareholders owning about 
25 per cent of the new com- 
pany. 

Under the terms of the 
deal, there is room for flexi- 
bility in the amount of IP 
stock UC shareholders will 
receive. If IP’s share price is 
less than $43.70 when the 
deal closes, the exchange 
ratio per UC share will be 
fixed at 1.6247. If it exceeds 
$48.70, the ratio will be 1,47 
times IP’s share price. 

While IP’s share price 
moves between $43.70 and 
$4820, the ratio will change 
. to ensure that UC sharehold- 
ers receive $71 per share. 

UC. was advised by Ger- 
man Sachs; IP was advi^'V 
by Credit Suisse First 
Boston. 
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EMI hit by weak 
release schedule 


By Mce RawsHram 


SMI, the music group, said 
poor trading conditions and 
- a weak release schedule had 
triggered a 10.7 per cent 
decline In Interim pre-tax 
profits to £68.6m (5115.2m). 

Sir Colin Southgate, chair- 
man and chief executive, 
warned that margins for the 
MI year would be “down by 
the same amount as in the 
first half*, adding that he 
saw no sign of an Immediate 
improvement in the trading 
dimate. 

EMI, long mooted as a 
takeover target, confirmed 
on Monday that it had held 
an “informal meeting” with 
Bertelsmann, the German 
music and media group. 
Which is understood to be 
keen to mount a bid, but not 
at EMTs current share price. 

Sir Colin said he was scep- 
tical about the likelihood of 
a bid. “It is a month since 
that meeting and we have 
not had any contact whatso- 
ever since then”. 

EMTs shares, which have 
fallen by nearly 40 per cent 
against the FTSE 100 index 
since the start of this year, 
slipped 4Vjp to 360'ip yester- 
day. 

Turnover fell to £994m 



Sfr Cofln Southgate 

(£1.01bn) operating profits to 
£91 .2m (£U3-8m) in the six 
months to September 30. 
Despite a fall in earnings per 
share to 5.lp (6.1p) the 
interim dividend Is held at 
4^Sp. 

Music publishing, where 
EMI is the global market 
leader, fared wen. as did its 
North American record 
labels, which benefited from 
the release or best-selling 
albums by the Beastie Boys, 
Garth Brooks and Priority 
Records' rap artists. How- 


Attempt to resolve 
M&S succession 


By Peggy Hoi linger 

Keith Oates, deputy 
chairman of Marks and 
Spencer, will today make a 
last ditch attempt to lead 
Britain's biggest clothing 
retailer, which has been 
riven by boardroom dissent 
in recent weeks over the suc- 
cessor to Sir Richard Green- 
bury, chairman 
Directors are hoping to 
resolve the issue at a board 
meeting at the company's 
Baker Street headquarters. 
Mr Oates' main rival for the 


position is Peter Salsbury, 
Joint managing director and 
Sir Richard's favoured candi- 
date. 

Sir Richard had been 
expected to split his roles as 
chairman and chief execu- 
tive next May. The chief 
executive was also to have 
been named at the same 
time. However, It is now 
likely that an announcement 
will be today. 

The board is expected to 
consider a range of proposals 
put forward by the non-exec- 
utive directors. 
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CONTRACTS & TENDERS 



ETBA 

Finance 


ECONOMIC A FINANCIAL SERVICES SJL 

INVITATION FOR EXPRESSIONS OF INTEREST 
IN PURCHASING THE ASSETS OF 
"THE COMMERCIAL A INDUSTRIAL COMPANY FOR THE SALE & 
RECYCLING OF METALS SJL" Known os “REMET SJL” 

ETBA FINANCE ECONOMIC AND FINANCIAL SA. ostafcfighed in Athens 
(1 Eratosthenous St.), as special liquidator o( trie above company, by 
Decision No. 48590938 at Ihe Athens Court ot Appeal, by which. "THE 
COMMERCIAL A INDUSTRIAL COMPANY FOR THE SALE & 
RECYCLING OF METALS SA' ■ -REMET SA' has been placed under 
special IquWston wttfwi the framsworit o ( article 48a ot Law 1892/1990. as 
stqvdemamad by article 14 of Law 2000/1991 as currently si kxce 
INVITES 

■Wrested partes to express bier Interest m purchasing the assets ot “THE 
COMMERCIAL & INDUSTRIAL COMPANY FOR THE SALE 8 
RECYCLING OF METALS SA* (HEMET SA) by submitting within 
twenty (20) days from today, a written, non-bMtig expression of IntereSL 
Summary data on the company under liquidation 
“THE COMMERCIAL 8 INDUSTRIAL COMPANY FOR THE SALE 8 
RECYCLING OF METALS SA." fREMET S.A.J is established In the 
muttopaUy of Athens at 12 Anerertaas Street The Company has bUt a 
factory In the industrial zone of Patras lor trading, importing, exporting, 
producing, process**) and recyctmg ferrous and non-ferrous morals, wore 
cables ol at types, scrap metaL as well as tagh-technotogy products and 
machinery of aB types 

THa wt is instated on a oatt-owned (Hot totaOng 5j(129 m2 In area. 

The bu*Sng n which production takes place ts 671 m2 n area and also has 
a shed 34237 m2 in area plus a small electrc power company bulking 18 
m2 n ana. 

Data concert no the tender 

1. Prospective buyers, alter srgnmg a confidentiality agreement may 
receive the Ottenng Memorandum from the offices of the liquidating 
company. wKftn the legal Bme firms. They wit also have access to any 
other mfomutiafi they may request and be able to vrsi the premises of 
the company under Eqwdation. 

2. The Offering Mem ora ndum wtf conUn a delated oescnpaon of *w total 
assets lor sale ol the company m fiqutdaoon and useful mtannaflon for the 
prospective buyer 

X The procedure far conducting the lender wri be pubished wRhfri (he legal 
tone tortfs and « the same newspapers m wtuch the present nvhatlan 
has appeared 

Far timber rtorma bon. please apply to 

ETBA FINANCE SA. 1 Ennoohenoua Street 4* Row. Miens 11 B 35. Greece 
Tel (3011 7260210. 7260278. 72G0506 and fax. (301J 7260994. 
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CONTRACTS & TENDERS 


HELLENIC REPUBLIC 

HELLENIC TOURISM ORGANISATION (HTO) 

Request for Proposals 

(R.F.P.) 

The Hellenic Tourism Organisation (HTO) hereby invites 
interested parties to take part in an international public 
tender, with sealed bids (without counter-bids), for the 
tourist development and longterm use and operation oh 

1. an area of 785 ‘stremmata’ 0 stremma = 1000 m2) in 
the district of Platystomo 

2. an area of 806 “stremmata" in the district of Ypati 

3. an area of 700 and another of 309 'stremmata" in the 
tf strict of Thermopylae and 

4. an area 689 "stremmata" in the district of Kamena 
Vourta 

all situated in Central Greece and all containing thermal 
springs. The development of the areas should be based 
on the use of these springs. The bkkfing will be 
conducted in the offices ol the Directorate of Exploitation 
of the HTO at 7 Void is Street. Athens, 6th floor 
Conference Room on Monday, 5th April 1999 from 10. ■00 
his to 12:00 noon before a Bidding Committee set up for 
this purpose. 

Interested parties can obtain all the necessary information 
from die day following publication of this Request for 
Proposals from the Directorate ot Exploitation of the HTO 
at 7 Voufe Street Athens. 6th floor. Room 608 on all 
working days from 11:00 to 14.00 hrs. 

The Secretary General 

M. Kiriakfdfs 


ever, Sir Colin cautioned 
that the US release schedule 
In the second half would be 
weaker than in the first 

Elsewhere, EMI experi- 
enced “dull" trading condi- 
tions in Europe, and suffered 
“severe downturns" in its 
emce-buoyant Asian and 
Latin American markets. 

It has cut costs in vulnera- 
ble markets, notably Japan 
and Brazil, and is consider 
mg the possibility of ration- 
alising further by forming 
distribution joint ventures. 
Sir Colin said Asia was a 
prime area for pooling distri- 
bution. but EMI would con- 
sider joint ventures “any- 
where that it makes sense." 

Sir Colin claimed the eco- 
nomic outlook made it “too 
uncertain" to predict when 
the global music market 
would return to growth. “We 
hope to see sales increases of 
4 per omit or 5 per cent over 
the next two years, but we 
don't expect to return to the 
heady days of double digit 
growth," he said. 

EMI has appointed head- 
hunters to find a new group 
chief executive who will 
eventually succeed Sir Colin, 
who plans to become non-ex- 
ecutive chairman after the 
new recruit arrives. 


US investor cavalry seeks out 'cheap' UK engineers 


Value funds have taken significant stakes in British companies 
but will want resuits, writes Andrew Edgecliff e-Johnson . 


T he effective takeover of 
BTR by Siebe. 
announced on Monday, 
may prove to be the first vin- 
dication of a creeping trend 
in the engineering industry. 
In the past year. US value 
investors have begun to take 
significant stakes in many 
large and small engineering 
companies across the Atlan- 
tic, but the plunge in Lon- 
don share prices has left 
most nursing losses. The 
jump in BTR and Siebe's 
shares after the deal's 
announcement has helped 
the US fimds to buck that 
trend. 

At BTR.' the proportion of 
shares in US ownership has 
doubled to nearly 30 per cent 
In the past 12 months. Even 
as its shares continued their 
dramatic underperformance . 
US value funds were increas- 
ing their holdings. About 25 
per cent of Siebe is in US 
bands. 

Franklin Resources, part 
of Templeton, has built up a 
9 per cent stake in BTR - 
worth almost £400m after the 
rally In its shares this week. 
US fund managers from 
Franklin. Fidelity, Brandes 
Investment Partners and 
Sprucegrove Investment 
Management all attended a 


rare two-day tour of BTR’s 
operations in North Carolina 
last week. Among the UK 
shareholders, by contrast, 
only Philips & Drew - 
another value Investor - was 
represented. 

Paul Compton, capital 
goods analyst at Merrill 
Lynch, returned to London 
two weeks ago from a mar- 
keting trip to see US Inves- 
tors. He found no shortage of 
interest In UK engineering 
stocks. “Normally they tell 
me 'don’t waste our time', 
but this time they were all 
over me like a cheap suit" 
The interest is not con- 
fined to FTSE 100 engineers 
such as BTR, Siebe or Brit- 
ish Steel, in which Franklin 
has a 16 per cent holding 
and Brandes has 8 per cent 
Fidelity owns almost 16 per 
cent of Babcock, where the 
Capital Group has another 
11 per cent; Fr anklin and 
Capital Group own 23 per 
cent of Vickers between 
them, and Franklin owns 
almost -20 per cent of Laird. 

F ranklin. Capital Group 
and Fidelity - the three 
US investors which crop 
up most frequently on UK 
engineers’ share registers - 
own at least 13 per cent of 


Alvis and McKechnle 
between them, and 11 per 
pent of Cookson. 

According to Mr Compton, 
their appetite is based on the 
conviction . that the pound 
will weaken. “One US hedge 
fund manager told me they . 
are all cheap, and strafing is 
going down. It’s easy’," be 
said. 

It Is not difficult to see 
why UK engineers look inex- 
pensive when viewed from 
New York, where engineer- 
ing stocks have sharply out 
performed their UK peers 
since the .summer. 

The average p/e ratio for 
UK engineers has fallen 
from above 17 to below -12 
since May, while US engi- 
neers still trade at almost 18 
times prospective earnings. 
The average UK engineer's 
dividend yield has risen to 
4.3 per cent, meanwhile, 
leaving US engineering 
yields tr ailing at about L5 
per cent 

UK engineering directors 
seem to share sudh bullish- 
ness: the ratio of directors 
buying shares in their own 
companies to those selling 
has reached 28-1 in recent 
weeks - the highest 
recorded in the industry. 

Boards are investing their 


companies’ money in similar 
fashion, with share buy- 
backs from BTR and Lueas- 
Varity through to more con- 
servative groups such as Spi- 
rax-$arco, ' Weir and 
Glynwed. 

S o why are UK fund man- 
agers not piling into the 
sector? 

The raaln reason is that 
most feel they hold more 

than enough engineering 

stock already. Another ac- 
tor may be a subtler ques- 
tion of business confidence. 
While UK fund managers are 
confronted daily by gloomy 
confidence surveys and news 
of industrial job losses, the 
tone in the US has been 
more upbeat Many US fund 
managers are also- aware 
that the average UK engi- 
neer makes three-quarters 
of its sales outside the 
UK. 

However, the US stake- 
building so far has not 
stopped the slide in engi- 
neering share prices. John 
Dean, who follows smaller 
engineering companies for 
Warburg Dillon Read, said 
the real interest from US 
buyers came in the first half 
of this year. Since then, 
many engineers have fallen 
40 per cent from their peak 
and the US investors have 
mostly lost money. 


Value investors have a 
reputation for more active 
involvement in the board- 
room Than many of those 
they are replacing on the UK 
share registers. Engineering 
directors cannot expect their 
new : investors to take 

tong-term underperform ance 

lightly. 

There is one other consid- 
eration for engin eering man- 
agements. Such shareholders 
are unlikely to stick with 
their holdings for as long as 
the average UK pension fund 
or insurer. Any board on the 
receiving end of an unwel- 
come bid, therefore, may not 
count on much loyalty from 
its new investors. In BTR's 
case, it is easy to im agin e 
that Inv estors win decide 
that BTR Siebe is a very dif- 
ferent animal from the 
“value plays” in which they 
usually invest 

Buying Interest from the 
US may have provided 
short-term relief, therefore, 
but the cost may be that 
shareholder bases have 
become less stable. 

The US investors moving 
across the Atlantic may look 
like the cavalry riding to the 
rescue of a bombed-out sec- 
tor, but they could prove 
instead to be a vanguard 
tha t piaita hnctrip takeovers 
easier for any transatlantic 
corporate aggressor. 



THE NATIONAL GRID GROUP pic - INTERIM RESULTS FOR THE SIX MONTHS ENDED 30 SEPTEMBER 1998 

'•£ Total operating profit was up 10% to £284 -3 million. 

fr Transmission controllable costs were down 4% in real terms, following a 
14% reduction in real terms last year. 

$ Encrgis’ earnings before interest, taxation, depreciation and amortisation 
were up from £2.1 million to £19.4 million. Its operating loss halved 
to £10.5 million of which our share was £7.8 million compared with 
£21.1 million for the first half last year. 

fj 5 Earnings per share were up 17% to 1 t.Up. 

y- The increase in interim dividend per share of 8.7% (5.0% in real terms) 
to 5-25p is at the top end of our target range for growth in dividend 
per share of 4% to 5% in real terms. 


This was a sound performance against a background of real reductions 
in price-capped revenues and shows the benefits of our continued cost 
management programme. We are well on track to achieve a reduction in 
transmission controllable costs of an average of at least six per cent per year 
in real terms over this four year regulatory period. Our UK transmission 
business continues to provide a vital sen>ice efficiently, reliably and safely, and 
it forms a bedrock for the Group. 

We maintain our intention of 'growing additiotud shareholder value by 
building over 20 percent of Group earnings from investments outside our 
core UK transmission business within a Jive year period. In so doing, we 
shall exploit our proven skills in building and operating complex networks 
and manogtHg sophisticated software systems in real time. 

We are delighted with Energis' continuing progress. Our shareholders 
have benefited from the successful dci>elopment of this business and we are 
confident that it will deliver substantial further value 

David Jefferies, Chairman. 


GROUP PROFIT AND LOSS ACCOUNT 

for the six months ended 30 September 1998 
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- 1 

- 

44.7Up 


Note* 

Cl 5.2 million of provisions were released 
to the profit and loss account following 
the adoption of a new accounting standard 
FRS 12 ‘Provisions, Contingent Liabilities and 
Contingent Assets'. FRS 12 has malted in the 
one-off release of provisions totalling £5h.ll 
million, of which £40.8 million is treated as a 
prior period adjustment. 

The increase in net interest was primarily 
the rcculc of financing die special dividend 
of t7fi8.fi million paid to shareholders in 
February I VMS. Interest cover for the first half 
. was 43 times. 

Operating profit from our joint ventures in - 
Argentina and Zambia was £4.4 million and 
£22 nuObon respectively 

At dje ckue of trading on 23 November 1998. 
the market value of our remat ning.74.3% 
economic interest in Eottpi was £23 billion, 
some 3.7 times the value at flotation in 
December 19*17. 

Despite die reduction in pnrc-cappcd revenues 
and the increase in financing charges, profit 
before tax was only slightly down by £43 
million to V32U.V million. Profit after ux 
was marginally higher at £161.3 million 
compared with £1(41.7 million fnr the same 

period last year. 

Net debt at 3(1 September 1998 was £ljH7.4 
million, compared with £1,4653 million at 
31 March 1998. 

Our programme w ensure that die Milknnim 
date change brings no material disruption to 
nur operation* is well advanced. 

The interim dividend will be paid on 15 Feb- 
ruary 1999 to sharcholdcrt on die register at 
4 December IBB. 


TItc financial information contained m this announcement has. with die exception of the chany m accounting policy resulting from the adoption of FRS 12, been p repa red on die basis ol' the accounting policies set out m 
the Annual Report and Accounts fur the rear ended 31 March 19Mtf and does not consomtr statutory accounts as defined in Section 24(1 of the Companies An 1995. The financial information in respect of die year ended 
3 1 Match FWS has hum derived Itikii die sUtutury at counts fur the yew ended 3 1 March !•« 1. which haw been delivered to the Registrar of Companies. The auditors* report on dune statutory accounts was unqualified 
and did nut contain a statement under Section 237(2) or (3) of the Companies Act I9S5. The financial information in respect of die six months ended 3U Septemb er !VW is unaudited but has been reviewed by die auditors 
For a full copy of National Grid's Interim results statement, please write to a* at the Shareholder Enquiry Unit, National Grid House, Kfcrby Comer Road, Coventry CV4 8JY or phone nt-wiy 423 940. 
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COMPANIES & FIN ANCE: UK 

Airtours launches £250m bond 


By EBzatath Robinson 


Airtours, the UK's second 
largest tour operator, yester- 
day reported foil-year results 
well ahead of expectations, 
but shares in the company 
fell more than 5 per cent 
after it announced a £250m 
($420m) convertible bond to 
fund future growth. 

The fundraising, which 
contains a £50m greenshoe, 
or overallotment option, will 
be used "to take advantage 
of opportunities as they 
arise", according to David 
CrOSSland, rhairman. 


He said: 1 see a superb 
opportunity to be one of the 
top three mayor players in 
Europe.” Analysts expected 
Airtours to use its increased 
cash flow to make acquisi- 
tions, perhaps wi thin the 
next quarter. 

Mr Crossland said that the 
European travel market was 
in the early stages of consoli- 
dation and that Airtours 

would continue to make 

small strategic acquisitions, 
following its purchase ear- 
lier this year of Frosch Tour- 
istik of Germany. 

The group's European 


operations were the only 
weak spot in an otherwise 
strong set of results. Pre-tax 
profits for the year to Sep- 
tember 30 rase 17 per cent to 
£140.3m on turnover up 32 
per cent at £3.05bn. How- 
ever, profits in continental 
Europe dropped from £39-2m 
to £17£m mainly because of 
overcapacity in the compa- 
ny's Scandinavian 
operations. 

Mr Crossland said that 
conditions in Scandinavia, 
where Airtours has SO per 
cent of the market, had 
unproved in the fourth quar- 


ter but not enough to offset 
losses earlier in the year- 

Mr Crossland also sig- 
nalled that he was seeking 
more acquisitions in the US. 
He said that market lacked a 
n a ti on al brand and was frag' 
menbed between big regional 
operators. He said that £SK5m 
was the typical value of an 
operation in the US. Losses 
from the US were reduced to 
£Llm (£S.6m). 

UK tour operating and 
retail profits rose nearly 30 
per cent to £104m, helped by 
acquisitions. 

The shares fell 2Sp to 410p. 


Further difficulties for FI issue 


By Jonathan Ford 


Cayman Financial Brokerage House 
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Forex, Futures, Options 
and Guaranteed Funds 

Telephone +1 345 945 3100 
Website www.cfbh.com. 
Facsimile +1 345 945 3199 
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Tuesday December 15 
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Edmundo Dalb Libera In Brazil 
Tel: -SS 11 530 1SS5 Fax: -S5 U 241 7232 
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or Felicia Kay in London 

Tel: -44 171 S73 4199 F ax: *44 171 373 4917 
email: (tlicia.ka-, 'iFT.com 
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No FT, no comment. 


Warburg Dillon Read 
confirmed yesterday it had 
declined an invitation from 
Morgan Stanley to take part 
in the syndicate to sell a 
$2bn bond Issue for Berate 
Ecclestone's Formula One 
motor racing company. 

Warburg said it had 
reached Its decision after 


RESULTS 


"full consideration”, but 
declined to elaborate. Its 
decision adds to the difficul- 
ties facing the issue, which 
has been dogged by reports 
that investors are wary of 
buying the bonds because of 
concerns over the outcome 
of an inquiry being con- 
ducted by tbe competition 
authorities in Brussels. 

Morgan Stanley has been 


marketing the Issue exten- 
sively in recent weeks, tar- 
geting investors In Europe 
and Asia. It expressed sur- 
prise at Warburg's move, 
saying it had not asked any 
b anks to make a commit- 
ment, and would only seek 
to add banks to the syndi- 
cate who it felt would add to 
the selling effort 
Warburg was one of three 


investment banks that con- 
firmed they had received 
invitations to Join tbe syndi- 
cate. Merrill Lynch, one of 
the others, is also under- 
stood to have declined to 
participate in the issue. 

Warburg’s concerns are 
understood to have centred 
on the risk involved in buy- 
ing the bonds before the out- 
come of the inquiry. 
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COMMENT 

Airtours 


Another sign of reviving corporate the first 

we uk convertible bond Issue since the Russtaa i ensts. 
Atoms' decision to raise capital via bonds convertible Into 
shares at an ambitious 20-25 per cent premium to the market 
price would have been a tall order in August or September. 
But have moved on. From their September low. Air- 
tours' shares have soared 53 per cent Yesterdays strong 
results - earnings were up 17 per cent - have also confirmed 
Airtours as the best run European tour operator. 

Consequently, few begrudge it the £250m it needs to par- 
ticipate in the rapidly consoZidatmg European market. Tap- 
ping shareholders in a series of small rights issues for 
£20m-£30m deals would be a cumbersome process. And since 
Airtours is virtually ungeared, assuming a bigger debt bur- 
den through this convertible would be a useful management 
discipline and help lower the company’s cost of capital. 
Furthermore, with a proposed coupon of fifeAK per cent, 
much lower than its normal borrowing costs ttf over 6 per 
cent, it is also a cheaper way of gaining access to the capital 

"Worries about the relative lack of shareholders' funds - 
only £i66m against a market capitalisation of nearly £2bn - 
seem overdone. Finding value-creating acquisitions that 
boost the share price and give bond-holders the in centi ve to 
convert should be the *nain concern. On past performance, 
there is every reason to expect Airtours to deliver. 

EMI 

Yesterday's results could be EMT$ last as an independent 
company. A founding member of FT-30 in 1935, the music 
group now grimly awaits the executioner’s axe. This is not 
aninevi table fete as EMI still looks expensive to Bertels- 
mann, its most likely buyer. But to Judge from its bleak 
outlook, EMI will have trouble trading its way back to toll 
health in the near future. True, costs are well under control 
which is one of EMTs few redeeming features, and the US 
market is refuting those who claim it has gone ex-growth. 
Otherwise, it is hard to be cheerful. No recovery in margins 
is predicted for the second half, as Latin American and 
Asian markets remain subdued. And a humdrum release 
schedule for 1999-2000 offers little comfort. No wonder head- 
hunters are having such a tough job finding a new chief 
executive. 
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Pearson may sell 
reference titles 


By John Griper 


Pearson, the media company 
that owns the Financial 
Times, may sail a number of 
the specialist publishing 
operations it has acquired as 
part of a |4.6bn deal com- 
pleted on Monday with Via- 
com, the US media company. 

Pearson had intended to 
sell the business and profes- 
sional, and reference pub- 
lishing divisions of S imo n & 
Schuster -to - Hicks. Mush, 
Tate AFurst, the US private 
equity firm, for 5860m. But it 
has now agreed to take oh 


these titles In addition to 
Simon & Schuster’s educa- 
tion publishing operations. 

Pearson is seen as more 
likely to consider bids for 
the remaining operations, 
including reference and pro- 
fessional titles. 

Correction 

Because of a typographical 
error, it was stated yester- 
day that analysts estimated 
Pearson's net yearend debtt 
would be £3.5bn following* 
the -acquisition. The correct 
figure is £2.5bn 
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Anglo American Corporation 

of South Africa Limited 


Incorporated in the Republic of South Africa 
Company Registration No. 01 05309 06 


Chairman's Statement 


S ince I last reported there have been major 
developments in the life of 
the Corporation. On 15 October 
l announced a series of proposed transactions 
comprising the combining of the businesses of 
Anglo American and Minorco to create a new 
UK company. Anglo American pic, with its 
primary listing in London, the restructuring of 
significant elements of 
Anglo American's busi- 
nesses. and acquisition by 
Anglo American from De 
Beers/ De Beers Cente- 
nary of a number of 
investments in which 
both are interested. The 
listing particulars of 
Anglo American pic will 
be published in February 
and it is anticipated that 
the company will be 
listed in London before 
the end of March 1999. 


These moves took 
further the process 
initiated in 1997 when, in 
the interests of enhancing shareholder value, a 
number of important steps were taken towards 
the goals of simplifying the structure and 
clarifying the focus of the Corporation and its 
underlying operating divisions. 

Briefly summarised, the proposed further 
restructuring of the Corporation will see the 
buying out of the minorities of Amooal and 
AM3C via schemes of arrangement and the sale 
by De Beers of its interests in underlying 
subsidiaries and associates of the Corporation 



such that De Beers' interest in the new Anglo 
American pic will be held solely at the pic level. 

As a result of these moves and the 
combination of Anglo American and Minorco, 
Anglo American pic and through its 
subsidiaries will hold some 33 per cent of De 
Beers, the world's pre-eminent diamond 
company, a 55 per cent stake in AngloGold, 
the world's largest 
gold producer and, 
after completing the 
purchase of additional 
shares over a period 
of time, just over 
50 per cent of Amplats, 
the world's leading 
producer of platinum 
group metals. It will 
also have important 
wholly owned coal 
and industrial minerals 
divisions, as well as 
forest product, base 
metal and ferrous metal 
divisions where there 
axe some joint ventures 
at the underlying company levels. As regards 
the last division Anglo American and Billiton 
Pic have announced a joint bid for the 
minorities in Samancor to create a joint venture 
in which Anglo will hold 40 per cent and 
Billiton 60 per cent 

In order to promote the goals of focus and 
clarity the Corporation will continue its 
programme of disposals of non core businesses 
and has indicated it intends to sell its interests in 
AEG, Bevcon and South African Breweries. In 


Julian Ogibrie Thompson 


the meantime a number of mining and 
industrial interests have bear sold this year 
including the holdings in Lonrho, JCL CML Del 
Monte and Rennies. 

For its part Minorco has announced that it 
intends to sell its interests in Engelhard 
Corporation, Terra Industries and its gold 
properties in North and South America. 
AngloGold has submitted an offer for the gold 
interests and a decision is expected shortly. 

In sum, the proposals announced on 
15 October are aimed at unlocking shareholder 
value by creating a simpler and more 
transparent structure; by greater focus and 
greater operational control of world class assets; 
through dear management responsibility and 
by enhanced access to capital markets in order 
to optimally address growth opportunities. 

Cost reduction programmes have been in 
place for sometime and with some success, but 
at a time of depressed commodity prices it is 
our intention bo attack with renewed vigour the 
question of costs both at the operational and 
head office levels. 

Although at the time of listing, Anglo 
American pic will have a strong balance sheet 
with substantial cash resources and will not 
therefore be seeking to raise capital in the short 
term, a principal consideration in the decision 
to seek a primary listing in London for the new 
Anglo American pic was to facilitate access to 
primary capital markets. 

Whilst a primary listing in London and the 
likely inclusion of Anglo American pic in the 
FTSE 100 index will have considerable 
advantages for the growth of the company as a 
major force in the international natural 
resources business, the directors of the 
Corporation and I are also more than conscious 
of the disciplines imposed by City of London 
requirements. We are detmnined that the new 
pic will comply with all aspects of good 
governance and continue to listen carefully to 
the important views of the various 
Stakeholders, including actual and prospective 
shareholders as we move forward with the 
implementation of all! of die transactions 
referred to above. 


From the outset we recognised that the 
formation of Anglo American pic, of which the 
Corporation will be the major part, would 
be politically sensitive in South Africa. The 
South African Government's support of 
the Corporation's proposals showed great 
confidence and maturity at a time of emerging 
market turmoil, and stands in stark contrast to 
the stance adopted by some other emerging 
market leaders. By its handling of the 
announcement the Government has enhanced 
South Africa's reputation internationally and 
we remain convinced that the creation of Anglo 
American pic will be positive for the future of 
South Africa. 

Indeed our commitment bo the future of 
South Africa has already been signalled by the 
announcement in early September of a 
fea s ibili t y study into the establishment of a 
R4 billion (in today's money) zinc mine at 
Gamsberg in the northern Cape. 

The significant ongoing mining and 
natural resources operations of Anglo 
American pic in South Africa will require that 
the bulk of the new company's administrative, 
technical financial and research staff continue 
to be located in this country to service these 
interests and the many exciting prospects that 
we have in Africa. 

The merging in London of the Anglo 
American London and Minorco London and 
Luxembourg offices will result in a fully- 
fledged, but compact staffing of the new Anglo 
American pic headquarters. 

Despite the global economic difficulties 
and the associated low commodity prices we 
believe that Anglo American pic will be well 
positioned to take advantage of the increasing 
number of opportunities now becoming 
available in the natural resources industry. 
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CURRENCIES & MONEY 


Profit-takers undo Monday gains 1 


SYNTHETIC EURO RATES 


j^OPEANOVERVIjEW 

\ By Pbfflp Coggan, 

-* Markets Erfftor 

European bourses 
succumbed to profit-taking 
yesterday after the takeover 
fever that propelled share 
prices higher on Monday. 

Apart from a brief flurry 
at the start of trading, the 
all-time high achieved by 
Wall Street late on Monday 
failed to give European 
investors inspiration. The 
FTSE Eurotop 200 index fell 
29.6 or LI per cent to 2,670.56 
while the broader Eurotop 
300 dr opped 12.64 to 1,149.43. 

The FTSE Ebloc 100 index. 

} FTSE EUoc 100 


which comprises stocks in 
countries planning to join 
the single currency in Janu- 
ary, fell 10.50 to 953-53. 

Financial stocks, which 
enjoyed a good run on Mon- 
day on the bat* of the Oeut- 
sche/B ankers Trust talks, 
were an obvious target for 
profit-taking. The retail 
banking sector dipped l.i per 
cent with Deutsche off Ecu 
2.6 at Ecu 53.ll and Dresdner 
down Ecu L7 at Ecu 84.53. 

But the worst sector of the 
day was again construction, 
which fell 3J5 per cent with 
the French group Bouygues 
slipping a farther Ecu 5.3 to 
Ecu 163.52. 

The best sector of the day 
. Bond yfefct curve. 

Percent (towntfw 24 1998) 


was leisure, up 2.4 per cent, 
with Accor leading the 
charge, prawifny Ecu 9J2 to 
Ecul89.lL 

The tobacco sector also 
outperformed the rest of the 
market, thanks to news of 
cigarette price rises in the 
US. BAT rose Ecu 02 to Ecu 
723 and GflUaher was Ecu 
0-2 ahead at Ecu 625- 

There were no further 
signs of the takeover and 
acquisition wave that has 
helped European bourses to 
motor ahead in the past few 
weeks. Further deals are 
seen as highly likely as the 
continent becomes more 
integrated as part of the 
monetary union process. 


“This year should be a 
record one for the volume of 
merger and acquisition 
ann ouncements involving 
European companies,” says 
Ian Scott, European strate- 
gist at Lehman Brothers. 

But he adds that, while 
there is a dose correspon- 
dence between the volume of 
m&a activity and the cyde 
of corporate profitability, “it 
is hard to find an easy linir 
between m&a and stock mar- 
ket returns. 

“For example. 1993 was a 
vintage year for stocks but 
m&a was subdued; con- 
versely. 1996 was a bad year 
for stocks but a relatively 
good one for m&a”. 
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EUROZONE CORPORATE BONDS 


3.48 3.49 

3.49 352 
359 35? 
3J1 3.74 
3.B7 300 

402 405 

4.16 4.19 
429 402 

4 M 4.43 
4 M 45T 

403 40B 

402 405 
503 506 
5l1S 5.13 
521 504 


351 3tt 
350 354 
300 304 
302 3.76 
308 302 
4.02 406 
4.1ft 42fi 
409 433 
4.40 444 
4.48 452 
403 407 
4.82 406 
503 507 
5.15 5.19 
501 505 


tad 3 mods uaoa £ n! ran anted on e sari-anal atejeVSBS Mb agam 6 norths LBOft. 
D-ook ted Eca anted an ante bote 3W3GO frod) agted B moon USOH wOi the onpllai of llw 
1 yw rtee teich B aUM agteat 3 aans UBOR. Sara htereajdM Btetete Ltd. 


GOVERNMENT BOND SPREADS vs ECU 

NBV94 2w* 5m Ira Iflyis 


U 

nm 

IBS 

Bar Mr 

G no q VI 

Tan 

BU 

n^i 

ta 

mg 

HO* 24 

Red 

due 

Duran 

Sft P 
Rting 

Bid 

pnu 

Bd 

1U 

tttel 

Age 

rid 

ion Sand 
age « 
yU Ecu 

6.08 

601 

5.16 

521 

5.19 

524 

0.43 

004 

0.46 

007 

Sewrafge Fupgfate Innas 
BrigUnOQnpdMnBt) 0308 

57® 

N/A 

111238 

426 

-001 

-0 08 

•007 

5.96 

525 

528 

005 

008 

France (Aeg aft 

04« 

5250 

AAA 

108760 

4.10 

*001 

-O.U 

-809 

507 

529 

502 

0.77 

a bo 

daty IRqs of) 

0506 

5.000 

AA 

100020 

428 

-00) 

-a 16 

*009 

500 

504 

507 

000 

003 

Pomigai (Hep oJ) 

0608 

5075 

AA- 

1D7.400 

441 

•001 

-an 

*022 

SJ76 

5i72 

5.40 

5.45 

5.43 

5.48 

102 

1.15 

1.06 

1.18 

Enrekuee 

Treat 3rv 

0203 

4875 

AA 

103 840 

187 

*0 00 

-006 

•009 

509 

501 

S04 

129 

102 

GenSecMcCapCrp 

1004 

5.500 

AAA 

108.D40 

303 

-001 

-0.06 

•Oil 

507 

506 

508 

1.42 

1.45 

Oea KwnraHDank 

0408 

5150 

AAA 

106090 

406 

*aos 

-0.14 

*017 

566 

506 

509 

107 

1.71 

Crad Lora de France 

0408 

52® 

A4* 

1051® 

406 

+001 

-0.13 

•4.37 

504 

502 

500 

5.60 

5.75 

504 

502 

500 

5.76 

507 

505 

503 

101 

ill 

2.18 

228 

105 

2.15 

223 

2.33 

Enbran 

Bayer Hypo ft Wcii Bk 

0701 

5.000 

AA- 

103.000 

3.76 

-0.09 

-008 

•406 

Crefl Fonder France 
EuokarBaBk 

0304 

DUD4 

8.375 

52® 

A 

AAA 

118025 

1D7.1M 

406 

176 

*003 

*000 

-010 

-024 

•0.54 

-406 

i quetad onoi nmey «cui/3E0 bats 

ABN Ann rtdft NV 

0407 

6075 

AA- 

111010 

4.75 

*003 

-020 

*007 


Sara Inkwdn DstaFT Honmlhn Umkn ctang FmtUe Bads teawd in tranches 0V Emu 'a' 
toKrargn ana fanglte ho cm bg Ben ban 1/148; Em bane are tarid In the ne« tarency. Ecn 
baa in can d m Em but anrai to bits nffle 


EUROZONE CREDIT SPREADS vs ECU 
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Sale of AgipPolska S.A. 


AgipPetroii International B.V. (“A^pPetroL Int e maDonal") headqtariered in 
Amsterdam, with fuDy paid up share capital of R 169,815,180, is an Eni company owned 
49% by AgipPetroii S.p.a_ ("(AgipPetroii"^ and 51% by Eni Internationa! holding 6V. 
AgipPetroC International announces its intention to seek purchasers either for 
100% of the shares in AgipPolska SA (“AgipPolska") or for the assets and business 
of the company. 

AgipPolska ts active in petroleum downstream business in the Polish market, through 
retail network and direct consumers sales. 

AgipPolska with fully paid up share capital of Zh 15,240,280, is headquartered in 
Warsaw. 

AgpRsnofi is in charge of the sale procedure- 

parties potentially interested in acquiring AgipPolska should register their interest in 
writing no later than 2 nd December, by letter or by fax with: 

Massimo CandJni 

Head of Merger & Acquisition Dept. 

AgipPetroii 
Via Laurentina 449 
00144 Rome, 

Italy 

TeL 0039-06-59885135 
Fax 0039-06-59886 119 

Prior to receiving an Information Memorandum describing AgipPolska together 
with a letter containing further instructions of the sale process, interested parties 
will be required to provide AgipPetroii with: 

* copy of a confidentiality agreement on terms that A g ipPe t roii will indicate, 
printed on the interested company’s headed notepaper, signed and accepted 
unconditionally by legal representative: 

• consoEdated financial statements for the Interested party covering the last year; 

Broken or other intermediaries must disclose the name of the principal for whom 
they are formally acting. AgipPetroii reserves the right at its sole discretion and 
without assigning any reason, not to provide information on AgipPolska to any 
interested party. 

This advertisement is for information purposes only and should not be construed as 
an offer to buy or sell securities in any jurisdiction. It is not a pubAc offer ex art. 1336 
of Italian Qvd Code. The investment which Is the subject of this advertisement is 
not available to private customers as defined in the Securities and Future Authority 
limited (SFA) rules. This advertisement and any expression of interest deriving 
therefrom shall not bind A g i p Petroii to proceed with any sale or related procedure. 
AgipPetroii reserves the right to make any final decision as to whether to proceed 
with the proposed sale and on terms of such sale. 

This advertisement is subject to Italian law. 
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RefcmJWm Capital L4i 
iswntrnt by Rabart Fleans A Co. Lid. 

DEM 4000600901' 

natetoft KtaScteto Sotarf 1997C902 
-WKNIM27S- 

Ifc oc peaBd «> Mikbi yoi iha *e utoca 
me of [he abate mnrarari Inc far the 
lmcrea period from No*eaher 20 -. 1900 
(roc lading) in FefrrMiy 22", 1999 
(eudsdlaf ) 1 94 days) bat been flute on 
Nweahe Iff. 1998 by Moyte Sonlcy 
Bank AG. FtwMbI an btafa. is nnciea 
defemteug Srasl, ai J.70& pee naum- 
Tltocitoc, the iom auracd fni to penfte 
■dd payable on Ftfrnmy 22". 1999 mil 
aotaniK 0919.66 per DEM IJDODme. 

Fra*tol am Man. November Iff. |VW 
M«F« Staley Bulk AG 


Banque Sofinco 

FRF IjOQQjOQOuOOO Roatmg Rate 
Three Month PBO R Notes due 1999 

In accordance with the Terms and Cwxfitions of the Notes, 
nonce s hereby givan that for ihe Interest Period from No- 
vwnber 24. 1998 lo February 24. 1999 the Notes will carrv 
an (merest Rate of 3.62375% per annum. 

The (merest Amount payable on the relevant interest Ffeymem 
Date. February 24. 1999 win be FRF 92.61 per 
FRF 10.000 pnncpai amount ^ - ^ 

Of Note aid FRF 926.07 pw 7h ^ Agent Bank 

FRF 1 00,000 pmdpal iT^Tu KntSotbar* 

atiount of Note. VtA.7 a 
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INTERNATIONAL CAPITAL MARKETS 


Porsche makes a rare appearance 


IWTER NATIONAL BONDS 
By Khazan Merchant 
and Edward Luce 

Porsche made a rare 
appearance yesterday with a 
DM 500m issue. It is only the 
second time the German 
maker of sports cars has 
come to the international 
markets: the last time was in 
April 1997. when it issued a 
five-year DNLiOOm. Some to 
per cent or the new seven- 
year bond was picked up by 
non-German investors in 
Europe, exceeding bankers' 
expectations. 

The issue was priced to 
yield 63 basis points over the 
seven-year bund, and in the 
secondary market was trad- 
ing at the re-offer price. Pro- 
ceeds will yo towards the 

development of a new sports 

car model. 

The World Bonk issued a 
three-vear Slbn bond that 
attracted strong demand 
from Asia. Latin American 
and Asian central bunks and 
regional fund management 
groups took up 40 per cent of 
the issue. 


Three-year paper is rela- 
tively scarce, and the short 
end of the curve is seen as 
offering historically attrac- 
tive spreads of between 30 
and 50 basis points. 

The bond was priced to 
yield 30 basis points over US 
Treasuries and was trading 
marginally tighter than its 
re-ofTer price in the second- 
ary market. 

Airtonrs, the UK tom- 
operator. kept the euro-con- 
vertible market ticking over 
with a E250m offering. The 
bond, which will have a con- 
version premium of 20 to 25 
per cent on the launch share 
price fin December >, is calla- 
ble alter three years. 

Airtours’ share price has 
quadrupled in the last four 
years and bankers say the 
strength of the equity mar- 
kets will continue to provide 

a good backdrop for convert- 
ible issues. 

Austria yesterday followed 
Finland's recent lead with a 
E750m bond that was auc- 
tioned to primary dealers 
across Europe. 

The seven-year paper is 
fully fungible with two ear- 



I New international bond 

issues 
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lier issues; a El bn bond and 
a E500m offering, both of 
which were issued recently. 
The latest deal was priced at 
18 basis points over the Ecu- 
OAT and tightened margin- 
ally after launch. 

There was also strong 
demand from Asia for the 


European Investment 
Bank’s $750m 10-year offer- 
ing. Asian central banks led 
the way, followed by Japa- 
nese insurances companies, 
which have been absent in 
recent months from the dol- 
lar market. 

The markets are expected 


to quieten down in the next 
few days because of the 
two-day Thanksgiving holi- 
day in the US- “After 
Thanksgiving there's proba- 
bly only a handful of work- 
ing days before the market 
effectively closes for the 
year," said one banker. 


US Treasuries recover lost ground 


GOVERNMENT BONDS 

By Edward Luce in London 
and John La bate in New York 

European markets gave 
mixed signals yesterday, 
with the longer end of the 
curve coming under pres- 
sure but some gains at the 
shorter end. 

In the US. Treasuries 
recovered some of the 
ground lost on Monday after 
the Dow Jones industrial 
Average hit an ali-time high. 

The 10-year German bund 
ended slightly higher in the 
cash market but on low vol- 
umes. The 10-year bund 
future regained the ground 
it had lost in the morning 

nfSER 


partly due to the decline in 
German equity prices In the 
afternoon. 

Some economists expected 
price weakening today 
owing to new supply, with 
the Bundesbank issuing 
another DMisbn in the 4.125 
per cent 10-year benc hmar k. 

More- broadly, economists 
noted a tack of direction in 
the core European govern- 
ment bond markets because 
of fears about the level of 
equity valuations in the US 
and Europe - implying that 
there was an equity bubble 
in the making - but also 
hopes that European interest 
rates would be cut further, 
which is traditionally good 
for bond markets. 
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“The market is being pul- 
led in two different direc- 
tions," said one trader. The 
December future closed 0.18 
higher at 113.86 In Frankfurt. 

In the UK, the gilt future 
closed lower, with econo- 
mists expecting today's trade 
data release to show the UK 
global trade deficit rising to 
£2.1 bn in September from 
£l.2bn in August The future 
closed 0.15 down at 115.95 in 
London. 

The UK debt management 
office will issue £450m of 
15-year index-linked gilts 
today, the first government 
bond issuance since August. 

US Treasuries gained 
ground as equities sold off 
and investors saw signs of 


renewed economic strength 
in morning releases on gross 
domestic product and con- 
sumer confidence. 

In early afternoon trading 
the benchmark 30-year bond 
was up S to 100£, yielding 
5.215 per cent. The 10-year 
note clim bed % to 99W. yield- 
ing 4.846 per cent, but the 
two-year note was 
unchanged at 98g, yielding 
4.666 per cent 

"What's driving the mar- 
ket is a combination of tech- 
nical momentum and stocks 
coming off their highs, and 
the economic data did sup- 
port it," said Richard Gil- 
hooly, international bond 
strategist at Paribas Capital 
Martlets in New York. Hedge 
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ftrnds were believed to be 
active buyers in the market 

The US Commerce Depart- 
ment released an upward 
revision of third-quarter 
gross domestic product from 
&3 per cent to 3£ per cent, 
in line with expectations. 
The surprise was the down- 
ward revision in inventories, 
showing corporations are 
cutting back on investing 
and another good sign for 
bonds, Mr Gilhooly added. 

A separate report showed 
consumer confidence 
snapped back in November 
after four months of decline. 
Treasury trading will close 
early today and the market 
will be closed tomorrow for 
Thanksgiving. 
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Further 
changes to 
Russian 
GKO plan 

By Arkady Ostrovsky In London 
aid John ThoraMU in Moscow 

Foreign banks are nearing 
agreement with the Russian 
government on the restruct- 
uring of the GKO/OFZ mar- 
ket but the terms of the deal 
appear to be changing once 

a gain, 

Earlier this month, the 
banks and Russian negotia- 
tors agreed that foreign 
investors would receive 
rouble-denominated securi- 
ties for their GKOs. The Rus- 
sian side Viad offered inves- 
tors a 10 per cent up-front 
cash payment, 20 per cent of 
the value of the debt in zero- 
coupon bonds and 70 per 
cent in four-year to five-year 
bonds, which would carry a 
coupon of 30 per cent 

According to the new pro- 
posals. however, the coupon 
on the four-year to five-year 
bond would fell by 5 percent- 
age points a- year until it 
reached 10 per cent - a sug- 
gestion labelled “derisory” 
by one banker. 

The 20 per cent zero- 
conpon bonds could only be 
used to pay taxes or to buy 
newly Issued shares in Rus- 
sian hanks - an option 
unlikely to attract foreign 
investors. 

In a move to bail out Rus- 
sia’s banks, the central bank 
will provide a total of $20Qm 
in December and January to 
encourage foreign banks to 
settle their forward con- 
tracts with Russian banks. 

The measure is designed 
to prevent foreign banks 
from filing lawsuits against 
Russian banks that have 
defaulted on. payments on 
forward contracts. 

Mikhail Zadornov, Rus- 
sia's finance minister, said 
the new state securities, rep- 
resenting repackaged GKOs, 
would be issued in the first 
10 days of December. 


EQUITIES Bill F B OOKS TO, BE HARMONjSED ' 

Benelux 
markets form , 
trading link ; 



By Gordon Cramb in Amsterdam 

The Dutch, Belgian and 
Luxembourg stock 
exchanges will from January 
open their doors to each ofli- 
ers' members, in one of the 
most extensive cross-border 
tie-ups to date in European 
securities markets. 

They will today announce 
an agreement allowing all 
stocks listed on their boards 
to be traded by brokers affili- 
ated to any of the bourses. 

The ending of the require- 
ment for separate member- 
ships on each exchange is 
intended to boost the posi- 
tion of local securities firms 
in the single European capi- 
tal market being brought 
about by monetary onion. 

The initiative follows a 
decision by the Stockholm 
and Copenhagen bourses to 
unite their equity trading 
later next year. It comes 
ahead of a meeting in Paris 
on Friday of exchange 
authorities from nine Euro- 
pean countries to discuss a 
proposed single trading sys- 
tem for tbeir most actively 
dealt blue-chip equities. 

“A lot of parties have been 
talking to each other, but we 
can show that thin gs can be 
achieved,” said George 
M&ller. president of Amster- 
dam Exchanges (AEX), the 
operator of the Dutch securi- 
ties markets. 

AEX was the first to 
express interest in joining 
the alliance set up in July by 
the London and Frankfurt 
stock exchanges. 

Mr MSller described the 
wider cooperation talks as 
being at a sensitive stage, 
saying he expected a state- 
ment of intent from the 
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Paris meeting that would 
need to be followed bv much 
more work- 

The Benelux deal has been 
in preparation, for more than 
a y ear. Telecommunications 
links are being laid to pro- 
vide a Teed from each bourse 
through which members can 
deal on the other two mar- 
kets. The three say that in 
time this could lead to the 
creation of a common clear- 
ing house. 

The markets are to har- 
monise their rule books, but 
for now dealers will be 
required to abide by the reg- 
ulations of whichever bourse 
they use for any transaction. 
They will also have to qual- 
ify under European Union 
rules for the provision of 
financial services in another 
member state. 

“A small firm in Holland 
that has never been active in 
Belgium or Luxembourg can 
now be so. We are lowering 
the entry barriers.” said Mr 
Mailer. 

An entry fee of E25.0Q0 is 
being waived for the first six 
months for existing mem- 
bers, along with the first 
year of annual exchange 
membership fees. This 
means additional costs are. 
limited to those for access- 
ing tbe respective trading 
screens. 

Apart from tariffs and reg- 
ulatory requirements, bring- 
ing three trading systems 
together on one network 
occupied much of the plan- 
ning period. Mr Moller also 
favours this approach for 
any European blue-chip alli- 
ance, rather than a standar- 
dised trading platform. 

Observer, Page 18 
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Profit-taking caps recent dollar gains 


marj^r^rt 

By Afan Beattie 


| The dollar softened slightly 
~ yesterday on profit-taking, 
following recent gains 
against the D-Mark and yea. 

Data revising up DS eco- 
nomic growth by a smaller 
than expected m a rgi n gave 
investors holding dollars a 
perfect opportunity to cash 
in on the greenback's prog- 
ress. 

The second estimate, of US 
third quarter gross domestic 
product (GDP) came in at an 
annualised rate of 3.9 per 
cent, a touch lower than the 
market's expected outturn of 
4 per cent. 

This, combined with a fall 
in US stock prices, pushed 
&tbe dollar lower to close in 
^London trading at D Ml. 705, 
almost unchanged against 
the D-Mark, and down 
slightly at Y120.7 versus the 
yen. 

Sterling outperformed the 
dollar, dosing nearly a cent 


POUND SPOT FORWARD AGAINST THE POUND 


up at $1,662 compared with 
JL653 on Monday. 

Traders appeared to be 
focusing temporarily on the 
high yields available in the 
UK. But the forthcoming 
Confederation of British 
Industry (CBI) industrial 
trends survey, due out later 
this week, may rapidly 
reverse those gains if it 
shows continued weakness - 
in business confidence. 

■ The dollar's slip is 
unlikely to be prolonged. 
Apparent divisions in the 
newly formed Japanese polit- 
ical coalition over sales tax 
reform may disappoint 
observers hoping that Japan 
is about to turn a corner. 

And a US consumer confi- 
dence indicator released 
after the GDP data showed 

■ POUND IN NEW YORK 
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optimism flooding back after 
four consecutive monthly 
Calls in the Index. 

“The fundamentals are 
clearly positive for the dollar 
against the yen," said Jef- 
frey Woodruff, foreign 
exchange strategist at Bank- 
Boston in London. 

“As long as international 
investors are happy to put 
money into the US to fund 
the current account deficit, 
the dollar should continue to 
strengthen against the yen." 

Even by recent standards, 
the market was thin yester- 
day and few analysts saw 
much fundamental news in 
the dollar’s correction. 

“With a Japanese public 
holiday at the beginning of 
the week and TUS] Thanks- 
giving at the end of it, the 
doBar-yen rate was always 
likely to lack direction.” said 
Mr Woodruff. 

In the short term this was 
likely to mean the US cur- 
rency trading against the 
yen in a fairly narrow range, 
he said. 
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“But in the longer term 1 
am bullish for the dollar 
against the yen," he added. 

■ Sweden's central bank 
unexpectedly cut its repo 
interest rate by 25 basis 
points yesterday, but the 
Swedish krona survived 
unscathed. 

Most analysts had expec- 
ted the cut to come no ear- 
lier than next week when 


the Riksbank issues Its infla- 
tion report. But the central 
bank justified its decision by 
projecting inflation in two 
years' time to be below the 
target level of two per cent. 

Despite the cut. the krona 
continued to strengthen on 
renewed confidence in the 
economy and greater inves- 
tor enthusiasm for Swedish 
equities. 

The growing prospect of 
an early Swedish entry into 
European and monetary 
union tEMU), apparent in an 
opinion poll published over 
the weekend, also underpin- 
ned the krona, which closed 
at SKr4.733 against the 
D-Mark, up from SKr4.755 on 
Monday. 
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“This cut came earlier 
than I had expected.” said 
Peter Lindqvist of HSBC in 
Stockholm. “It suggests a 
sea change in the Kiksbank's 
strategy, and a further rate 
cut should come, though not 
until nest year." 

Mr Lindqvist said the rate 
cut had little effect on the 
krona. “Earlier in the year, 
there were huge seU-ofis in 
Swedish equities, but the 
improvement in global senti- 
ment means that the weak- 
est levels have passed and 
we could see a stronger 
trend in the krona," he said. 

Expectations that Sweden 
coukl sign up to the euro 
grew over the weekend with 
the publication of an opinion 
poll suggesting that, for the 
first time, a majority of the 
population would support 
such a move. 

“I think there is a good 1 
chance that Sweden will i 
enter EMU as early as 2001 I 
or 2002, earlier than is com- i 
monly believed," said Mr | 
Lindqvist j 
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COMMODITIES & AGRICULTURE 


RECYCLING TRADING TO BE PROMOTED IN PAPER, PLASTICS, METALS AND GLASS 


Environment Exchange for London 


By PaulSo&nan 


Europe's first exchange for 
trading recyclable commodi- 
ties will be launched today 
in London. The Environment 
Exchange will promote trad- 
ing in materials such as 
paper, plastic, metals and 
glass, and is a response to 
new European Union regula- 
tions that require member 
states to recover 50-65 per 
cent of waste packaging 
materials by 2001. and recy- 
cle at least half that amount. 


The exchange has been set 
up in co-operation with OM 
Group, which runs the 
Stockholm Exchange and 
trades financial and Pulpex 
wood pulp futures and 
options in London, Trading 
will take place through a 
combined internet and tele- 
phone system, based at OM 
Group London offices. 

Angus Macpherson. who 
developed the exchange, 
hopes to provide an open 
and transparent market for 
UK companies to help them 


meet their EU obligations. 
The UK is the first country 
to enshrine the EU Environ- 
mental Directive in national 
legislation, and the regula- 
tions will affect 19,000 com- 
panies by 2001. he said. 

Businesses with an annual 
turnover of more than £5m 
($8.3tn) and handling more 
than 50 tonnes of packaging 
must hold Package Recovery 
Notes fPRNs) to prove they 
are fulfilling their packaging 
recovery and recycling obli- 
gations. 


Those that recover or recy- 
cle more than their required 
amount can sell their excess 
PRNs to other businesses. 
Since the UK regulations 
were Introduced last year, 
businesses have been trad- 
ing PRNs “over-the-counter” 
between themselves and via 
brokers. 

The Environment 
Exchange will provide a pub- 
licly accessible Internet bul- 
letin board to match sellers 
and buyers. Trades will be 
completed via a telephone 


ordering service, though Mr 
Macpherson said he hoped 
the exchange would eventu- 
ally move to a folly screen- 
based trading system. 

There are six types of 
PRN. Individual commodity 
recycling notes are issued 
far glass, aluminium, paper, 
plastic and steel and a gen- 
eral note Is issued for the 
recovery of non-specific 
materials. 

The Environment 
Exchange web site is 
www.2te.co.uk. 


Forest gloom in Canada’s west 

Several factors have combined to create the worst time for the 
ailing timber industry in British Columbia, writes Edward Alden 


T om Stephens has had to 
develop an ironic sense 
or humour in his first 
year as president and chief 
executive of MacMillan- 
Bloedel. the Canadian forest 
products company. 

When the Arkansas-born 
Mr Stephens was lured to 
Canada's rainy west coast to 
turn the ailing forest giant 
round, he inherited a com- 
pany with stock, he says, 
that “had been deadline flat 
af IS bucks for 18 years". 

“After a year or the hard- 
est work I've ever done in 
ray life, we have solved the 
S18 problem." he says. “It's 
now down to $15." 

Such is the black humour 
that has taken hold of the 
forest industry in British 
Columbia, which is going 
through its most difficult 
period since the pioneering 
H. R. MacMillan first set foot 
in the province in 1907 to 
establish it. 

The industry has been 
caught in a squeeze by the 
collapse of Asian markets, 
trade restrictions on lumber 
exports to the US. expensive 
timber-cutting fees and envi- 
ronmental restrictions. 

In the second quarter, the 
15 largest forest products 
companies in western Can- 
ada posted an aggregate net 
loss of CS182J3m (USS118m) 


bringing first-half losses 
close to C$300m. according 
to PricewaterhouseCoopers. 

Where British Columbia 
was once synonymous with 
the bighest-quality softwood 
lumber in the world, it has 
now become infamous as tbe 
most expensive place an the 
planet to cut down trees. 

So far this year, 12 saw- 
mills and pulp mills in the 
province have been shut, 
temporarily or permanently. 
Bo water, the US group that 
recently acquired Avenor in 
Canada, closed a mill on 
Vancouver Island, firing 380 
employees in a one-industry 
town of 2.000 people. 

British Columbia, which 
produced about GO per cent 
of Canadian lumber five 
years ago. will account for 
only A 6 per cent this year, 
according to Widman Associ- 
ates, the Vancouver forestry 
consultants. 

The province's lumber 
industry has been hurt more 
than any other in North 
America by the crisis in 
Asia. Japanese housing 
starts are down 1-1 per cent 
over last year, drying up the 
most important market for 
coastal timber companies. In 
the mast recent quarter, 
MacMillan- Bloedel’s exports 
to Japan fell 47 per cent 
year-on -year. 


A decade-long trade dis- 
pute with the US has also 
taken its toll. Faced with 
cases brought by US lumber 
producers, who say the prov- 
ince's timber pricing system 
is an illegal subsidy, Canada 
agreed in 1996 to a voluntary 
export quota. That quota has 
capped exports to the US at 
a time when the US economy 
is booming, with housing 
starts up 10 per cent. 

“The biggest market in the 
world is 20 miles from my 
office and I can't ship them 
any wood,” laments Mr Step- 
hens. 

Despite the US subsidy 
charges, the province has 
actually raised its timber 
cutting fees far above other 
Canadian provinces, on top 
of imposing costly environ- 
mental regulations to reduce 
damage to wildlife habitat 
and fish-bearing streams. 

T he MacMillan-Bloedel 
chief says the industry 
itself is to blame for 
much of its own misfortune. 
His company, he said, had 
lost touch with its employ- 
ees. and was “over-managed 
and under-led”. 

Faced with the impending 
closure of several high-cost 
mills, Mr Stephens went 
directly to the employees, 
imploring them to find ways 



Chain reaction: the Asian crisis has hurt the British Columbian 
lumber industry more than any other in North America A P 


to bring productivity up and 
costs down. At one mill that 
lost C$9m last year, employ- 
ees responded by raising pro- 
ductivity by 52 per cent and 
turning a slight profit at a 
time when lumber prices 
were 35 per cent lower than 
a year earlier. 

He sold the paper division, 
eliminating a quarter of the 
workforce and taking the 
largest restructuring write- 
downs in its history this 
year. Other provincial com- 
panies are beginning to fol- 
low that lead. His strategy 
appears to be paying off, 
with the share price recently 
going above C$17. 


MacMillan-Bloedel is con- 
sidered the most likely can- 
didate to acquire some of the 
smaller logging companies 
and rationalise a fragmented 
industry. 

However, Mr Stephens 
says he is not In the market 
for acquisitions unless there 
Is a recovery in Japan, 
greater access to the US and 
possibly some re fo r m in the 
timber fee system. 

The potential rewards of 
expanding in the province 
are still too few, he says. 
“Nobody is making any 
money, and there's too much 
risk for the reward that we 
see.” 


Fall seen 
in South 
American 
wheat crop 


By Pad So Iman 


Wheat production in South 
America Is expected to total 
14.8m tonnes this year, 
25 per cent below last year’s 
level of 18.8m tonnes, accord- 
ing to the International 
Grains Council- 

Wheat planting in Argen- 
tina - tbe region's biggest 
producer - has shrank over 
the past two years as world 
prices have fallen and farm- 
ers have been attracted by 
higher profits from compet- 
ing crops, such as oilseeds, 
the council said in its latest 
Grain Market Report. 

“Among field crops, wheat 
may compete with coarse 
grains, but high prices have 
attracted greater interest in 
soyabeans and sunflowers,'' 
the IGC said. “The construc- 
tion of several new oilseed 
crushing facilities and 
strong export demand for aU 
and meals has encouraged 
this trend.'* 

Argentina harvested a 
record area of 7.1m hectares 
in 1996, against 4.7m hect- 
ares this year. 

However, increased pro- 
duction from Australia 
means that total wheat out- 
put in the southern hemi- 
sphere will only fall to 39m 
tonnes from 42-3m tonnes 
last year. Australia is the 
southern hemisphere’s larg- 
est producer, accounting for 
Mm tonnes this year against 
19.4m Karnes last year. 

“Confirmation of long- 
rnmoured food assistance for 
Russia has underpinned the 
grain market,” the IGC 
added. Russia's wheat out- 
put for 1998 is estimated at 
27m tonnes compared with 
442m tonnes in 1997. 

Hie IGC puts world wheat 
production this year at 584m 
tonnes. 2m tonnes lower 
than its previous estimate 
because of falling output in 
Argentina. Global consump- 
tion is forecast at 3m tonnes 
higher than previously at 
594m tonnes, mainly due to 
increased feed use in the US. 
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Jri 713.00 -050 31430 SUM 04 SO 19355 

Sep 301.00 -230 32230 32030 17 14)00 

Dec 331-25 -2.75 332.00 33130 21 1356 

TOM 47,958 128721 

■ MAIZE CBT (5300 Ml nttc cWaSB) burial) 

Dec 21675 -050 21730 21050 46313 90712 
Mar 227.75 -075 22075 22730 30294130206 
Hay Z35 HJ -0 75 23630 23525 5390 38.171 

Jul 24125 -050 241 75 24075 3.156 45352 

Sap 247.00 -025 24730 24630 163 7,193 

Dec 253.00 -025 25325 252.00 1319 20,743 

TdMI 87,154 335759 

■ BARLEY U¥E (100 tames £ pm km) 


■ cocoa CSCE no fcmaKSMaweri 

Dae 1433 -35 1475 1435 143 915 

Mir 1458 -31 1480 1452 1,985 41373 

Hay 7464-3 ISIS 7480 307 11024 
M 1509 -28 1535 1535 45 2302 

Sap 1534 -28 1560 1540 55 3383 

Dae 1564 -28 1458 1456 71 5239 

Total 2334 70084 

■ cocoa pcco) {SOfltflmne) 


M IBM HQ«CME(40.00ab8; centals* 


Dec 28300+0600 
M> 35350+1250 
30200+0625 
49375+0375 
51.400+0750 
52.775 +0700 


ter 

An 


28350 28200 5,063 
30200 35.100 5288 
38250 38600 7348 
50.000 49200 1608 
51300 50900 344 
52300 52.130 273 


NO* 23 
Daly ._ 


Price Pm, itay 

114661 113822 


■ COFFtE LffFE (3 tofiws; I/taWJ 


ENERGY 

M CRUDE ML NYU EX ,1 000 tanafa S/bantfl 


hen ooso 
Open eft 
Tea; OXv nnwtn 


172 Mb 

36 7P0 


■ LME AM Official CM rate; 1.G5G1 

LME Paring VS am 16S95 

Sjrt 155S3 3rtK T£!tf fiWts 1 6471 Suite I Mil 


■ HKH GRADE COPPER iCOUEfl 



Sett Day's 



0p« 


(rice donga M* 

Low 

Vrt 

tat 

Nov 

7005 -DID 7125 

70.75 

223 

344 

Dee 

71.00 -0.10 71 40 

7DG5 10.D95 190*1 

Jm 

71.40 -005 7100 

71.30 

65 

2304 

W> 

71.75 -065 7201) 

7100 

246 

1636 

Mar 

72.10 +0.05 72 40 

71.75 

B.174 25.063 

Apr 

72 45 . 005 72.45 

72.45 

17 

1272 

Tom 



19426 70630 

PRECIOUS METALS 



■ LONDON SUWON MARKET 




iPnos tembed Dr N M RanseWffi 





Latest Days 



Open 


price change High 

Low 

tat tat 

Jan 

1233 

-0.12 

12 i 3 

1225 51627 1290ft 

Fsft 

12 70 

-au 

1200 

1266 15.663 61.780 

Mar 

1108 

-U 13 

1327 

1365 

8.561 38.574 

Ate 

IJ40 

-O 14 

1164 

IJ40 

4.743 19.630 

May 

13 75 

-010 

13 77 

13.75 

1.502 17,043 

Jm 

14 00 

-014 

7417 

14 02 

2837 24.030 

Total 




183086489006 

■ CRUDE C*L PE lS.lj.BTrt) 




6te» 

Dajra 



Open 


price dKaago Mgh 

Law 

Vti tat 

Jan 

1128 

-OflJ 

11 43 

11 19 18.965 93052 

ft* 

1158 

-am 

11.73 

Tf S3 

0.347 41.735 

■Ur 

1108 

-aoG 

12 02 

1106 

4.112 24.561 

Apr 

12.18 

-0 07 

1202 

12.16 

2074 ja361 

Hay 

12 W 

♦005 

1263 

1253 

1125 11 042 

Jm 

12 78 

-0.07 

I20G 

1275 

1.075 19.894 

Total 





ate n/a 

■ HEATING OIL NYMEX (42000 US ip& CUS oritol 


Latest Day's 



Opea 


price dtenjje Mgh 

Low 

Vnl toil 

Dec 

34 15 

-0.14 

34 65 

3460 17.986 27043 

Jan 

3530 

-012 

35.75 

"110 15.149 54057 

Feb 

3640 

-a 02 

36 60 

3600 

3.753 30.583 

Mar 

37 20 

♦003 

3705 

37 05 

3.355 22826 

Apr 

3800 

_ 

38 05 

3705 

1.713 12.421 

May 

38 50 

•O.IB 

38 70 

38.50 

1059 9006 

Total 





45524196062 

■ GAS DU PE JS-lomrt 





Son 

Ba.-a 



OpM 


price change Mgh 

Low 

M tal 

Dec 

102m 

-1.50 103 50 10100 

9575 49.597 

Jm 

10605 

-I 75 107 50 105.75 

6823 M.341 

Feb 

11000 

-1.50 1 1liM 109.50 

2127 20.553 

Uar 

111.75 

-2.00 11125 

11100 

1.469 12149 


11400 

-1 75 11525 11425 

258 7098 

May 

1162S 

-1 75 117.75 11650 

707 2025 


NOV 

7930 


_ 

+ 

Jan 

7930 

— re w. 

- 

830 

Mv 

8130 

- Bt.10 81.10 

5 

205 

«*T 

8230 

- - - 

_ 

32 

Sep 

8035 

- - - 

- 

10 

Total 



5 

1077 

■ 50TABEAHS CBT 6.000bu min; cenoflOb buriri) 

Jan 

57005 

+1.75 57100 567.00 41812 69.789 

MV 

579 05 

+100 58000 57760 

8JS8 28,747 

Mte 

saa 00 

+1.50 58905 58660 

1085 14049 

Jri 

S94.75 

+075 59600 59275 

2025 18013 

Ana 

596-00 

+200 596-25 595.50 

84 

1088 

St 9 

5£»5.«) 

+200 59760 59500 

W 

320 


No* 

2106 

+69 

2105 

2025 

256 

3016 

Jen 

1700 

+64 

1700 

1828 

5.148 

21,118 

Mar 

1620 

+24 

1830 

1990 

2003 

11646 

Mre 

1591 

+14 

1005 

1570 

785 

4092 

Jri 

1571 

+9 

1570 

1570 

10 

1088 

5*P 

1558 

+9 

1544 

1543 

15 

489 

Total 





9,118 

43099 


“1 
Tetri 

■ FORK BaiEi CME (40 JOWg t mtaW 

Feb 42350+2200 43-1S0 41.175 1,101 

Mir 42.400+1675 427S0 41300 300 

May 44625+1675 446SD 43.150 184 

JM 44325+0625 45300 44300 44 

TOM 


LONDON TRADED OPTIONS 


Qpm 

tot 

28,897 

35,929 

21,289 

11389 

7207 

1688 


12,742 

14386 

8278 

4283 

1333 

2638 


4.420 

8S7 

441 

122 


■ coffg v csce p73Pce>£ cassftfl 

Dec 11030 +166 11030 10550 525 1,131 

Dr 10835 +175 10925 10725 5502 18.125 

Hay 10920 +1.70 409.40 10860 429 5281 

Jri 11060 +1.70 11060 10875 47 2210 

Sap 11030 +160 11025 10030 24 1,473 

DM 11105 +1.70 T1I20 11130 17 710 

Tetri 6344 ZOOM 

■ COFFgflCOKUS nrtripeuni)) 


(997%) LME 

1250 

1300 


1350. 


■ CORPS! 
(Braoe A) LME 
1500 


1800. 


Total 


57,418 141,472 


■ S0TABEM OL CBT (60.0OMK eanteW 


Dec 

2403 

+015 

2405 

24-45 17004 23270 

Jan 

2*-B3 

+0.16 

240S 

24 JK 12739 27077 

Mar 

25.03 

+0.17 

2563 

2400 

5.140 24624 

Mte 

25.10 

+0.18 

25.10 

2400 

640 

11037 

tel 

7*1 7Q 

+0.15 

25.15 

2498 

532 

13001 

Ang 

2518 

+0.14 

2518 


55 

1020 

Tbtri 





37,132 107082 

■ SOTABEAH NEAL C8T (100 tans; S/Ionj 


Doc 

1412 

-0.1 

1423 

1400 17,449 35013 

Jan 

143.7 

- 

144.1 

1428 12991 37038 

Mae 

1470 

+01 

1482 

146.5 

4097 22042 

Mar 

151.4 

-02 

1520 

150.5 

1,064 11,403 

Jul 

1540 

-0.5 

1S50 

1540 

407 1B081 


1503 

-00 

1576 

1550 

43 

2979 

Tetri 





S6098 132038 

N POTATOES Lfff€ (20 tomes 

£ per tamri 


Mar 

220.0 

+00 

_ 

- 


_ 

Apr 

mo 

+05 

3010 

2970 

258 

2148 

«a» 

3106 

+00 

- 

- 

- 

— 

Jon 

320.0 

+00 

- 


- 

- 

He* 

85.0 

— 

-> 

- 

- 

- 

Total 





258 

2148 

■ FBSan IBffFEQ UFFE (SlOflnaa potaQ 


HU 

950 

+4 

BSD 

950 

12 

254 

On 

945 

+3 

945 

940 

7 

263 

Jan 

950 

+5 

958 

945 

10 

654 

Apr 

990 

+1 

990 

990 

3 

749 

Jul 

B82 

-1 

SS2 

882 

3 

350 

Total 

Data 

Pra» 
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OanpL Italy 

15 (toy average . 


.9468 


.98.13 


Pm Ay 
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ri MOTte SHEAR tftt gD tomea; 

Her 2382 -50 2446 2386 3781 19228 

Hay 2407 -46 2436 240.4 891 4331 

Jtag 2412 -67 2444 2413 782 3.727 

Oct 2302 -112 2390 2350 432 3,502 

Dm 2340 -714 243.1 243.1 33 428 

Mar 2356 -116 2480 2450 50 578 

IWd 8788 32JW4 

m SOW 11' CSCE (UIDOOBh; eanBBto) 

tow 863 -021 820 86111187 88,488 

Hay 513 -022 828 511 1,705 15837 

■M 8.18 -022 829 514 205 17411 

Oct 541 -0.17 548 538 991 13048 

Mar 561 -077 570 867 306 5591 

May 566 -0.17 590 863 205 1037 

Total 16,187145168 

■ COnpH HTCE (50,000ls centaAbe) 


1700 

■ COFTS URt 
1550 


1600. 


1650. 


■ COCOA UFFE 

975 

1000 


■025. 


■ BRBfT CRUDE K 

1200 


1250. 


1300. 


— Cafa — 

-Puta — 
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Hr 

OK 

Mar 

B3 

12 

as 

29 

32 

31 

57 

50 

13 

62 

36 

78 

Ok 

Mv 

Dae 

Mv 

93 

11 

135 

33 

32 

49 

78 

73 

7 

123 

40 

133 

Jan 

liar 

Jan 

Mar 

154 

147 

4 

43 

109 

113 

9 

- 

70 

- 

20 

93 

Dec 

Mar 

Itac 

Uar 

3 

36 

3 

21 

1 

26 

25 

38 

T 

18 

50 

51 

Jar 

Feb 

Jan 

Fab 

25 

- 

- 


15 

42 

- 

- 

7 

- 

- 



LONDON SPOT MARKETS 

■ BODE on FOB gw bang -H 


- Dm 


Jri 

Oct 

TaUI 


rate 


22080157025 


8028 +066 60.70 6020 5782 1.101 
63.11 -028 8143 8260 4650 38034 
6364 +022 8465 6305 1.717 15.773 
6406 +000 84.75 642S 746 11,637 
8565 +425 65.40 65.40 81 1608 

8,183 85188 

ggMCTWMMUariijtae 

Jm 11905 +1.7D 11575 11525 438 12018 

Mar 12260 +160 12260 12020 184 8240 

May 12300 +100 12300 12325 5 1,483 

Jul 124.75 *4.70 12560 12400 28 1005 

Sap 12405 +425 12400 124.70 13 87 

Nov 13405 *4.75 124.75 12400 50 433 

TMri 728 22234 


Dubai 

ST 1 07- 1 STt 

+42685 

Brant Bend (d abaft 

51004-000 

+0633 

ftwt Band 8J«J 

$1091-007 

+062 

W.T1 

$1204-205* 

■42.145 

■ 0L PRODUCTS HWEprantil defrety OF (tomet 

GasoBiw 

$129-131 

-T 

Has or 

$T 00-JOT 

■Z 

Keaty Foal M 

558-61 

+1 

uaptana 

S128-12B 


Jet feel 

SI 15-11 7 

-20 

Dtwd 

$112-113 

-00 

■ HATURAL GAS (PencHtaia) 



Oil subdued 
ahead of 
Opec meeting.-* 
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— ^ — Activity on the London^ 

MARKETS REPORT ......... Metal Exchange was lowjs 

ahead of the US Thanksgiv*^ 

holiday 
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By Patd Sotman and 
Kenneth Gooding 


World oil markets were 
subdued yesterday ahead of 
the meeting of tbe Organisa- 
tion of Petroleum Exporting 
Countries, due to start today 
in Vienna. 

In late trading on Lon- 
don’s International Petro- 
leum Exchange, the bench- 
mark January contract for 
Brent blend was $11.28 a bar- 
rel, compared with Monday’s 
close of $11.30. 

Although Opec will dis- 
cuss faltering crude prices, 
most market observers 
believe the summit is 
unlikely to yield any firm 
action to extend existing pro- 
duction cuts and tackle the 
oversupply in the market 

Robusta coffee futures 
prices surged on the London 
International Financial 
Futures and Options 
Exchange after reports that 
Vietnam, one of the world's 
largest robusta exporters, 
bad suffered crop damage 
from heavy rains. 

Liffe's most actively 
traded January contract had 
reached $1,668 a tonne 
around midday, $32 above 
Monday's close. In the after- 
noon it jumped again and 
finished at $1,700, a gain of 
$64 on the day. 

By contrast, cocoa futures 
finished at contract lows. 
The March contract closed at 
£990. down £7 from Monday's 
close. December futures 
were the most actively 
traded, closing down £6 at 
£952 on volume of 15,658 lots. 

Ivory Coast said it would 
like to hold its cocoa produc- 
tion at lm tonnes a year to 
support world prices. The 
country is the largest cocoa 
producer, harvesting a 
record 1.2m tonnes in 1995-96 
and is forecasting a crop of 
l.lm tonnes this year. 


JOTTER PAD 


ing holiday tomorrow^ 
Rhona O'Connell, in a spe- , 
cial report for broket?* 
T.Hoare. said most metaIsS”j 
prices next year will be on^J 
average higher than present^, 
prices, “but this does not** 
mean we are looking for a-j 
bull market. Far from it". J 




; . ( AB*-*'*?* 






Coffee 

London Robusta 2-mortti torwart 
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Ms O'Connell is forecast-^, 
ing an average aluminium^ 
price next year of 66 cents a*) 
pound (51,454.60 a tonne)^ 
compared with a forecasts 
average of 63 cent&fl 
($1,388.50) this year. g 

The comparative forecast* 
for other LME metals areSi 
copper, 75 cents a pounds 
($1,653 a tonne) against 77+-jj 
cents ($1,687): lead, 23 cents, ^ 
($507) the same as this year?** 
zinc, 50 cents ($1 .102) againsto* 
48 cents ($1,058), while JT 
nickel sbould range between^ 
$2.00 and S2.2Q a pound^ 
($4,408 to $4^48.80 a tonne), «• 
J with •" ' cU 







or 
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compared with $2.15 
($4,738.60) this 'year. ' 

On the London bullion^ 
market, palladium closed^ 
nearly 2 per cent down at-* 9 
$276.25 a troy ounce after;*" 
Japanese dealers reported^ 
Russia had offered to sell “as^- 
much as we wanted" of tbe j£ 
metal. • 


For solutions to today's crossword call 0891 430060. 
Calls cost 50p a minute. 
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■ NATURAL GAS R |1 QM tern, pent |» ftrau 


Dec 

14 490 +0.030 14000 14.440 

T50 

3605 

Jan 

it 190 - 17050 17.150 

05 

4.050 


PULP AND PAPER 

■ PUUEKQimiUSS-.MarriTtnnri 
firt Dai^ 


TWri 1.1H 27 095 

■ NATURAL GA5 UVUEX iUUH} noiBai.: SnmfiiuJ 


GoHiTrayea 

dose 

Oi yiMiq 

Mtrning b 
AltErmon ft* 
Day s Wgn 
Day's Lo» 
Previous ctoM 
Loco Ufa UM 

1 nuudi 

? months .... — 

3 months 

Star Fk 
Spat 

S Mr lending 

1 monO 

3 months 

3 months — .. 
GoM Cotas 
Kngucua 
NewSmoagn 


5 price 
3590-29540 
29590-3620 

E equtv 

SftjBJBV 

295-95 

178746 

4TBJ94 

296.45 
296.70-29200 
?ffi.75-S805 
235 50 2K 00 

178.754 

417.105 


Latest tleft 


Octet 



price change Mgh Low 

Vd 

tal 

Dec 

41900 +400 419.00 41525 

22 

319 

MV 

44225 -175 44560 44205 

19 

323 

Total 


44 
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WHINE DATA 

0p«n Mm and Wuma itm riuwn tor connca 
toritd on GONEX. NYMEX. CBT. HTCE. CME. CSCE 
and K Crada dim am day h orans. Wn» A 
Opn toata totals are tar ad ftadad norths. 


fiiM lMftng Ratat (Vs USS) 
,.422 6<HHft3. 


.363 


,„.421 12 manta 3.53 

4.19 

pVOf Oi te CC IXtot*. 
29760 492.00 
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-3-70 


005 12 months 0.4Q 

150 

S price E squ*. 

2W-300 178-180 

69-73 4J-44 



prtca tiange Higfr 

Lora 

Vti tal 

Dec 

1090 -O.CXJ7 

1130 

3660 J3 102 23.861 

Jan 

2045 +0007 

2070 

1215 21538 51.036 

Frit 

2215 +0.007 

3235 

2.190 

6.719 21912 

Mar 

2180 +0.002 

2.195 

1165 

4.277 20,623 

Ate 

2.145 +0002 

21« 

2.133 

2.193 11531 

May 

2.143 +0 DOS 

2.150 

2130 

1026 10.675 

Wti 
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price change Mgti 

Law 

Vri tat 

Dec 

3605 -0.53 

35.78 

36.05 18070 18007 

Jao 

3705 -008 

3700 

3725 10,140 31074 

Ml 

31S5 -0.47 

39.12 

30.85 

IASS 703S 

Mar 

4020 -4202 

4000 

4020 

H9 6003 

Apr 

4175 -0.17 

4365 

4160 

1519 7,192 

May 

44 55 -027 

4460 

4405 

300 6.784 
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FUTURES DATA 

AS A&jma CA by 0U5. 


INDICES 

Mbtam flag 18W21 =1001 


Tea tram tin Tea Broken' Assoctadon 
Mombasa Fair general demand but 8t 
mregutarty easier redes. Brig filar BPta 
deefined by up to 25 cards, wttl Mediums 
telling by about the same amount Neater 
Lower Mediums were about 3-5 earns 
dearer but others and PWrwr sate ware 
5-tO cents easier. Apart from few selected 
Unas tftri hold firm. Brighter and Medium 
PFlS decUned by about 5-15 sente. 
Selected Lower Mechums ware up to 8 
cents dearer. Pakistan packers were more 
setecdw but the Bazaar was much more 
active. Thera was les demand from Egypt 
but buying tor Sudan, the Mrfda East and 
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ACROSS 

1 Race to pull off tbe festival 
( 8 ) 

5 Pretend to be in spasm it's 
a ploy (6) 

9 Rejoice about flight having 
rhythmic energy (8) 

10 Second feature lacking 
breadth (6i 

12 Head teacher’s discip linar y 
measure retrospectively 
put into effect (5) 

13 Cooks joint in vessel (9) 

14 Poetic address by fool turn- 
ing to port (6) 

16 Stone-clad little boy is most 
suitable (7) 

19 Sharpen the ambassador's 
verse (7) 

21 Perform incompetently on 
instrument without name 
( 6 ) 

23 Troubled butler with nut 
roast (9) 

25 Charge a foreign strand (5) 

26 Made off without silver 
plate or coat (6) 

27 111 omen about Welshman 
not a fussy eater (8) 

28 Maybe saw a ship (6) 

26 Return out of corioaitv (8) 
DOWN 

Z Left German town to dwin- 
dle (6) 

2 Prince and his spouse olav 
the field? (9) 

3 In registers of general 
English terminology the 
principles are often his (5) 

4 A name is elusive if you 
have it (7) 


6 Relative endlessly hang in g 
round fruit machine (9) 

7 Write off teenager’s first 
spots (5) 

8 David’s defender treated 
Paul with (act (8) - 

11 Something of an insane 
Roman ruler (4) 

15 Take a drink and har p on 

about universal decay ( 9 ) 

17 Landmark of the Davis 
sound (9) 

18 Concealed corset that is 
slipping (8) 

20 Sheep on river vessel ( 4 ) 

21 Sealant used with restraint 
by underground workers 
(7) 

22 Secretary tore into co-pro- 
ducer (6) 

24 Proper entitlement ( 5 ) 

25 Nefarious business in cold 
and frost (5) 
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LONDON STOCK EXCHANGE 


Profit-taking prompts a pause in Footsie’s rally 


MARKET REPORT 


By Pfrffip Coggan, 

Markets Ecfitor 

The recent rally by the 
London stock market had to 
run out of steam eventually 
and investors duly decided 
to take some profits 
yesterday. 

Even the record-setting 
performance of Wall Street 
on Monday and some 
healthy gains by Asian 
markets yesterday were not 
enough to maintain the 

bullish impetus. 

The FTSE 100 Index did 
manage a small opening 


uptick, gaining 33.7 to 5,881.7 
within the first hour. But 
the trend was fairly quickly 
downhill after that, until the 
low for the day of 5.773. 
down 75.4. 

With Europe also slipping 
back over the day and Wall 
Street losing some ground at 
the opening. Footsie faced an 
uphill battle. At the close. U 
was down 50.1 at 5,798.3. end- 
ing the run of three succes- 
sive triple-digit gains. 

For once, the medium and 
smaller stocks outperformed 
the blue chips. The FTSE 250 
closed up 22.7 at 4.323.9 with 
the Small Cap 4.3 ahead at 
2.064.7. 


For once there was little in 
the way of corporate news. 
apart from some weaker- 
than-expected results from 
EMI and a profit warning 
from Sterling Industries. 
Parkland, the textiles group, 
became the latest small com- 
pany to leave the market via 
a management buyout. 

The market was not 
helped by a continuation of 
the recent strength of ster- 
ling, which moved up from 
101.1 to 101.6 on the Bank of 
England's trade-weighted 
index and gained 1*4 pfen- 
nigs against the D-Mark to 
DM2.832. 

A pause for breath after a 


1,200-point rise In seven 
weeks, which saw four-fifths 
of the ground lost in the late 
summer correction regained, 
was understandable. 

The speed of the rally took 
the dividend yield on the 
FTSE All-Share index back 
below 3 per cent on Monday, 
traditionally a sign shares 
are looking pricey. The his- 
toric price-earnings ratio an 
the All-Share is well over 20, 
a level the market has found 
difficult to sustain over the 
last 30 years. 

Richard Bernstein at 
Schraders is worried the 
market has forgotten about 
the pressures on corporate 


profits. “Experience of the 
last economic downturn 
illustrates the sensitivity of 
operating margins and hence 
earnings to a combination of 
top-line pressures and rising 
unit labour costs” he says. 

“We believe that the latest 
bottom-up consensus earn- 
ings estimates for growth of 
13 per cent in 1999 are 
unrealistically high. Our 
model suggests an earnings 
decline of 1 per cent for 1999. 

“On this basis we calculate 
that the UK equity market is 
trading at 21 times 1999 earn- 
ings rather than the is .5 
times derived from consen- 
sus bottom-up estimates. 


RISE AIFSftare index 


EqtAy shares traded 

Turrw«bywtw»(m^ 
1200 


This compares with a long 
run average p/e for the mar- 
ket of 14." 

But technical analysts con- 
tinue to be happy with the 
strength of the rebound. 
Chartist Brian Marber says 
that “having held above 
5,413.9 on a closing basis. 
Footsie is still on course to 
retrace 100 per cent of the 
fall, by rising to 6.179”. 

Volume was a very 
healthy 1.03bn shares by the 
6pm count, helped by a 
further flurry of activity In 
merger candidates BTR and 
Siebe. Non-Footsie stocks 
nwiin up 52 per cent of the 
total. 
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Airtours 
slips on 
bid talk 

COMPANIES REPORT^ 

By Joel Kfoazo and Martin Brice 

Airtours retreated as 
speculation mounted that 
the tour operator would soon 
launch a bid for rival First 
Choice - the group it failed 
to win in 1993. The latest 
takeover rumours came after 
Airtours. which reported 
profits at the top cod of 
expectations, said it would 
raise E25Qm through a bond 
issue. 

The company said it would 
use the proceeds for general 
corporate business and to 
enlarge its operations when 
suitable acquisition opportu- 
nities emerged. 

First Choice shares closed 
5 1 1 ahead at 991 ip. while 
those of Airtours declined 25 
or 5.75 per cent to 410p. 

But several analysts later 
discounted rumours of a bid 
for First Choice and one 
said: “I think they are 
looking for an acquisition 
but J think it wifi most prob- 
ably be in the United States 
where the company wants to 
move ahead. They may also 
look at opportunities in 
Europe." 

Dealers also attributed the 
decline to investors selling 
ordinary shares to begin 
investing in the convertible 
bonds, and profit-taking fol- 
lowing a good run. 


Siebe and BTR were again 
among the busiest stocks, 
with 31m and 2Sm traded 

respectively. But both shares 
eased, with BTR down 4 at 
129p and Siebe down 8 at 
235p. At yesterday's close, 
the terms of the merger val- 
ued BTR shares at 125'ip. 

JP Morgan yesterday 
downgraded its stance on 
Siebe to “market performer" 
and told clients: “We believe 
that the proposed BTR 
merger dilutes Siebe’s qual- 
ity image and increases the 
risk profile of the company." 

Fidelity, the US invest- 
ment group, said yesterday 
it had bought 2.4m Siebe 
shares at S3.81 each while 


FT 30 INDEX 


Guardian Royal Exchange 
had sold 750.000 at 235p. Hen- 
derson paid 233p each for lm 
shares. 

Morgan Grenfell sold 
6.18m BTR shares at about 
120p, while Mercury Asset 
Management sold lm at 
121 each. Schroder said it 
had sold 8.7m BTR shares at 
either I20p or 125’ip each. 

Hard on the heels of the 
BTR-Siebe merger, the hunt 
was on for the next under- 
valued engineer likely to 
attract an offer. So it came 
as no real surprise that Weir 
Group, the engineering prod- 
ucts and services company, 
entered the spotlight. It was 
the best performer in the 
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FTSE 250 as it gained 20 V* to 
218V 3 p as a tale went the 
rounds that a 300p a share 
bid was imminent. However, 
the company itself was not 
aware of any approach. 

The stock stood at 305p 
earlier this year before Call- 
ing to touch 165p. The group 
made a presentation to ana- 
lysts on Monday that 
attracted little comment. 

Atkins alarm 

The prospect of technologi- 
cal consultancy WS Atkins 
buying the Bo vis Group proj- 
ect and construction man- 
agement division from P&O 
raised investor fears that 
Atkins shares might lose 
some of their premium. 

WS Atkins shares are 
among the most highly-rated 
in the sector, standing at 
about 27 times this year’s 
forecast earnings, and the 
acquisition of Bovis would 
stretch the financial 
resources of the company, 
which could turn to a rights 
issue for funding. Atkins 
said P&O was likely to 
retain a stake, prompting 
analysts to suggest it would 
find it difficult to purchase 
all of the Bovis division. 


Analysts were talking of a 
£350m price tag on Bovis. 

Geoff Allum, analyst at 
Henderson Crosthwaite, 
said: “There is a logic in 
WS Atkins increasing its size 
to spread the risk consul- 
tants of that sort are asked 
to take on, but it has always 
been difficult for Atkins to 
find a company with a repu- 
tation as good as its own. 
Any large acquisition was 
always likely to reduce the 
premium rating Atkins 
shares have enjoyed." 

WS Atkins was the worst 
performer in the MidCap 
index, losing almost 9 per 
cent, or 51% to 55lp. P&O 
gained 14p in initial trading 
but closed down 7 at 733p. 

Brokers' recommendatiops 
helped media group Pearson 
brush aside the collapse on 
Monday of its £51 2m deal to 
sell two publishing busi- 
nesses to a US equity firm. 

Pearson, owner of the 
Financial Times, yesterday 
received regulatory clear- 
ance to buy the educational 
publishing titles of Simon & 
Schuster from Viacom. 

Dresdner Kleinwort Ben- 
son yesterday upgraded its 
recommendation on the 
stock from “hold" to “add" 
in the wake of the clearance. 
The broker said Pearson cur- 
rently stood on 19.7 times 
1999 earnings forecasts - a 
12 per cent premium to the 
market The group offered 
earnings growth of 15-5 per 
emit per annum for the next 
three years. 

Morgan Stanley Dean Wit- 
ter also favours the stock 


'and yesterday raised its 
near-term price target from 
£10.25 to £11-80 as it reiter- 
ated its “outperform" stance. 

In banks, institutional 
buying was aid to be behind 
the advance Barclays. The 
shares put on 52 to £14£1 
with some 9.4m having been 
dealt by the close. 

A shortage of stock was 
reported In Schroders. The 
shares rose 60 to £11.95. the 
best performer in the FTSE 
100 . 

But fading bid hopes and 
general proSt-taldng saw 
Royal Bank of Scotland sur- 
render 87 to 90ip. 

Norwich Union declined 17 
to 443 on talk that the com- 
pany might hid for Guardian 
Royal Exchange, which con- 
firmed on Monday it was in 
talks with several parties 
that might lead to an offer 
for the group. Shares in the 
latter were 6V» lighter at 344p 
after Salomon Smith Barney 
was reported to have down- 
graded its stance on the 
stock to 3H (hold-high risk) 
from (add-medlum risk). 

A television programme 
programme on Monday was 
said to have cast a shadow 
over leading flood retailing 
stocks. JSainsbury eased a 
penny to 532'4p. while Asda 
Group fell 1% to 156p. Safe- 
way, the subject of a “sell" 
note from Charterhouse Tfl- 
ney, ran back ll to 800p. 
Two-way business in Tesco 
brought turnover of 13m as 
the shares eased Vi to 179p. 

BAT was one of the better 
performers in the Footsie fol- 
lowing the decision by US 
tobacco companies- Philip 
Morris and RJR Nabisco to 
increase cigarette prices by 
45 cents a packet. BAT 
gained almost 4 per cent, or 
18 to 550p in brisk volume of 
some 9m traded. The price 
increase was said to have 
calmed investor fears that 
Philip Morris would con- 
tinue with its price-cutting 
strategy In the US, and open 
the way for BAT’S Brown 
and WHliainson to announce 
a price rise. 
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Rockv/ell Collins GPS traffic management 
systems are giving passengers greater 
efficiency and convenience. 
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STOCKiH MARKETS 



Tokyo rebounds as global outlook lightens Nan^agains 



WORLD OVERVIEW 

Asian stocks powered ahead 
yesterday as investors 
responded to Monday's buoy- 
ant performances by Wall 
Street and European 
bowses, writes Michael Peel. 

Tokyo returned from a 
public holiday to post a 
three* month high and most 
other markets In the region 
made strong gains, with only 
Bangkok and Jakarta 
missing out. 

But Europe and the US 


paused after Monday's surge 
when the Dow Jones Indus- 
trial Average reached an 
all-time high. Frankfurt, 
Paris and Amsterdam edged 
lower, while the Dow was 
down slightly at midsession. 

Asbok Shah, head of 
emerging market equities for 
Old Mutual, the South Afri- 
can life assurer and asset 
manager, said that export- 
led economies such as 
Japan, South Korea and 
Taiwan bad benefited from a 
perception that the likeli- 


hood of a global recession 
had receded. 

“Japan depends on exports 
so It celebrates when the 
global economic outlook is 
brighter," be said. 

Jakarta and Bangkok had 
suffered from profit taking 
after a recent period of 
gains. Jakarta ended down 
1.2 per cent while Bangkok 
shed 1.7 per cent. 

Neil Williams, a global 
strategist at Goldman Sachs, 
said the strong performance 
of markets in the Asia- 


Pacific region showed many 
fund managers had reduced 
the expected risk they built 
into valuations. 

“The meltdown scenario 
has disappeared and accord- 
ingly we are seeing a good 
improvement in risk 
premium," he said. “A lot of 
the downside has been 
removed." 

Analysts said the subdued 
performances in Europe and 
the US reflected investors' 
desire to consolidate recent 
gains. 


While some Europe-listed 
financial stocks continued to 
prosper following the talks 
between Deutsche Bank and 
Bankers Trust, others fell as 
profit-takers moved in. 

Peter Sullivan, a European 
equity strategist at Goldman 
Sachs, said Europe's solidity 
after Monday’s jump by Wall 
Street showed investors 
were taking a sensible 
approach to valuing stocks. 

“We are in a pretty good 
position." said Mr SuUlvao. 
M We are looking at a busi- 


ness case where you have 
got no recession, very good 
profit growth and very good 
interest rate cuts." 

But he added that the 
“positive economic back- 
drop" bad to be balanced 
against a risk some compa- 
nies might struggle to match 
profit forecasts. 

Nevertheless. Goldman 
estimated that European 

markets might rise 5 per 
cent in the next 12 months. 
“There could be quite a few 
years of growth to come." 


outside interest 
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US shares Bourses stung by profit-taking 
slip back from 
record highs 


AMERICAS 

US shares pulled back after 
Monday's record-setting ses- 
sion as analysts adjusted 
stock ratings and merger 
activity continued in the 
paper and retail sectors. 
writes John La bate in New 
York. 

Bv early afternoon the 
Dow Jones Industrial Aver- 
age was down -13.51 to 
9,330.76. The broader Stan- 
dard & Poor’s 500 index fell 
2.67 to 1.165.54. 

The Nasdaq composite 
index, which is weighted in 
high technology company 
shares, fell 1.67 to 1.975.75. 
Small-cap shares slipped as 
well, sending the Russell 
2000 index down 1.23 to 
396.92. 

Many believed the market 
would resume its upward 
progress despite the day's 
mild but broad sell-off. “The 
pullback has no conviction." 
said Hugh Johnson, chief 
investment officer at First 
Albany. 

The rally on Monday was 
Fuelled by a spate of mergers 
and takeovers in the market 
"Every time there's an 
acquisition it implies the 
supply of stocks you can buy 
will be reduced.” said Mr 
Johnson. 

“Now that includes Bank- 
ers Trust. AMP and Net- 
scape. which have high 
liquidity and market caps.” 

Merger-related buying sent 
paper stocks soaring on 
news of a S6.6bn merger 
between International Paper 
and Union Camp. 

Union Camp soared 36 per 
cent or SI7K to *66% while 
International Paper fell *% 
to M5£. 

Other paper stocks made 
impressive gains, including 
Smurfit-Stone, which rose 
more than 10 per cent to 
S13JS after it announced cuts 
in jobs and capacity. 

In the Dow. American 
Express declined S3K to *105 


and Johnson & Johnson 
dropped 52£ to $85ft. 

tn the retail sector J.C. 
Penney fell $2^ to $52% after 
it announced it would 
acquire a drug store chain. 

Chase Manhattan rose *lft 
to *66 after analysts at 
Oppenheimer rated the stock 
a "buy". Morgan Stanley 
shares were up *% to $74 
after Salomon Smith Barney 
raised its estimate of 1999 
earnings. 

US Treasuries pushed 
higher after the release of 
strong reports on gross 
domestic product and con- 
sumer confidence. The 
benchmark long bond was & 
higher at lOQg. yielding 5-215 
per cent. 

TORONTO was lower at 
midsession as investors took 
profits after the strong gains 
of recent sessions. The TSE- 
300 composite index was 
64.62 weaker at 6,608.30 in 
volume of 33m shares. 

Bank of Montreal lost 50 
cents to C$68.80 in spite of 
reporting first quarter earn- 
ings that topped expecta- 
tions. Royal Bank of Canada 

lost C$2.30 to C$78 J0. 

SAO PAULO turned back 
as profit-taking set in after 
the 3.3 per cent advance over 
the previous three sessions. 
By midday the Bovespa 
index was 242 or 2.8 per cent 
lower at 8,384. 

Some analysts were, how- 
ever, upbeat on the outlook 
saying that Monday's resig- 
nations by two ministers had 
resolved a pressing political 
problem. 

The communications min- 
ister and the foreign trade 
secretary quit amid allega- 
tions of favouritism during 
the privatisation auction of 
TelebrAs. 

MEXICO CITY extended 
an opening slide at midses- 
sion as the weak opening on 
Wall Street provided the cue 
for profit-taking. The IPC 
index was 74.04 weaker at 
4,057.41. 


EUROPE 

French equities managed to 
sidestep most of the profit- 
taking that afflicted Euro- 
pean bourses yesterday with 
PARIS easing modestly to 
trim the CAC 40 index by 
6.43 to 3339.38. 

Air Llquide jumped FFr54 
to FFr966 alter announcing 
plans for what brokers 
described as a strategically 
interesting takeover. 

Valeo, a dull market 
lately, rose FFr28 or 6.1 per 
cent to FFr484, helped by a 
positive note from a local 
broker. Fern. 

Carrefour dipped FFr84 to 
FFr4,256. but most heavy- 
weights stayed firm. Renault 
put on FFr7 at FFr237 and 


■ 
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The FTSE Eurotop 300 index Ml 
12.64 or 1.09 per cent to 
1,14043. See Euro Prices page. 


Johannesburg loses gains 


SOUTH AFRICA 


Shares in Johannesburg 
reversed early gains to close 
with the ail share index off 
55.3 at 5,770 os investor wor- 
ries about high interest rates 
reasserted themselves in the 


wake of the latest trade data. 

Industrials lost 1.7 per cent 
to 6326.1 and financials 0.7 
per cent at 9,090.5. Golds 
tracked a steadier session for 
bullion, adding 1.6 per cent 
to 1,050.5. Anglo American 
shed R1.40 to R180. 


France Telecom FFrl.IO at 
FFr421.10. Banks mostly lost 
ground. BNP came off FFrll 
at FFr418 and Soctete Gener- 
ate FFr20 at FFr901, 

ZURICH dropped 2.2 per 
cent as profit-taking and a 
lower start on Wall Street 
put pressure on prices. The 
SMI index fell 164 to 7.1703. 

Financials were mostly 
lower, led down by a SFrl2 
or 2.7 per cent tumble to 
SFr430 in UBS. 

Nestle dropped SFr67 to 
SFr3,123 as the market pre- 
pared for 10-month sales fig- 
ures from the food giant 
today. Analysts have been 
forecasting a 5 per cent rise 
in sales. 

Alusuisse, almost 12 per 
cent higher since the start of 
last week when Germany’s 
Viag confirmed the two com- 
panies were in co-operation 
talks, fell SFr59 to SFri,767 
as profit-taking set In. 

Against the trend, the 
recently underperforming 
Holderbank put on SFr30 to 
Sfrl.610, benefiting from a 
number of recommenda- 
tions. 

FRANKFURT pulled back 
as Monday's bank merger-in- 
spired rally ran out of steam. 
The Xetra Dax index fin- 
ished 69.97 lower at 435434. 

Financials feO prey to prof- 
it-taking after the previous 
session's excitement. Deut- 
sche Bank lost DM4.75 to 
DM104.60 as farther details 
of its planned takeover of US 
Bankers Trust emerged. 
Dresdner Bank lost DM3.10 
to DM68. Commerzbank fell 
64 pfg to DM55.47 and 
HypoVerelnsbank dropped 
DM6.80 to DM134. 

Hoechst slipped DMI.14 to 
DJV17&36 amid press reports 
that a top management team 


from French group Rhdne- 
Poulenc was in Germany for 
talks and a merger plan 
would be announced before 
the end of next week. Nei- 
ther company would com- 
ment. 

AMSTERDAM, up more 
than 9 per cent in six 
straight sessions, slipped 
with the AEX index losing 
1434 at 1.11631. 

Electronic group Philips 
suffered profit-taking, falling 
FI 5.40 at FI 129.10 and 
Ahold, the retail leader, lost 
ground on the back of disap- 
pointing third-quarter fig- 
ures. down FI 2.40 at FI 66.50. 

Publisher Welters BJuwer 
fell FI 14.00 to FI 368 follow- 
ing a downgrade at Morgan 
Stanley Dean Witter. 

KLM was an exciting fea- 
ture ahead of Friday when 
details of the airline's alli- 
ance with Alitalia are to be 
unveiled. The shares surged 
FI 2.80 to FI 56.50 for a 
two-day gain of more than 9 
per cent. 

KPN. weak lately, rallied 
40 cents to FI 8130 on the 
news tariff cuts imposed by 
telecoms industry watchdog 
will be lower than expected. 

Among financials, ING 
was easier in advance of 
tomorrow's third-quarter 
statement, slipping FI 230 to 
FI 112. 

HELSINKI was an outper- 
former as strong gains were 
recorded by the telecommu- 
nications equipment manu- 
facturers and forestries. The 
Hex Index closed with a rise 
of 31.37 at 434632. 

Mobile phone maker Bene- 
fon shot up for the second 
straight day ahead of a 
phone launch today. 

Some domestic investors 
were said to be optimistic 
the phone could pull the 
loss-making group out of the 
red, but analysts remained 
sceptical about its future in 
an industry dominated by 
Nokia. 

Benefon. up 183 per cent 
on Monday, put on FM5.60 or 
18.4 per cent to FM36.10, hut 


Nikkei hits three-month peak 


ASIA PACIFIC 

A surge of optimism about 
the Japanese and US econo- 
mies sent the Nikkei soaring 
to its highest levels in three 
months yesterday, uriies 
Alexandra Harney. 

The Nikkei 225 average 
closed up 381.7 points or 2.6 
per cent at its high for the 
day of 15.164.64. oiler a low 
of 143KM30. 

Investors were cheered by 
advances in the US stock 
market and indications that 
the Japanese government 
may adopt more effective 
means of addressing prob- 
lems in the financial sector. 

Ever}' Index of market 
activity showed gains. The 
Topix index of first-section 
Stocks jumped 24.87 or 2.2 
per cent to 1415.61. The Nik- 
kei 300 index improved 5.61 
or 23 per cent to 23226. 

Electricity and gas stocks 
were the only sectors not to 
post gains. Securities stocks 
surged 6.3 per cent and 
banks 2.1 per cent with 
investors sticking to blue- 
chips and financial stocks. 

The Bank of Tokyo- 
Mitsubishi, the only city 
bank not expected to apply 
to the government for addi- 
tional funding, led the mar- 
ket in volume to close up 
Y72 at Y 1,324. Nikko Securi- 
ties gained Y26 to Y40I and 
Nomura Securities Y84 to 
YUM- 
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Analysts said the pntos in 
bank and financial sector 
shares reflected optimism 
about a government plan to 
use public funds to buy real 
estate held by troubled 
financial groups. 

Nissan Motor, Japan's sec- 
ond-largest car maker, 
jumped Y39 to Y420. Nissan's 
stock has rebounded In the 
last month after hitting a 
year-low of Y290 in late Octo- 
ber following its warning of 
heavy losses this year. 

Toyota, the leading car 
maker, gained Y70 to Y3JM0 
after last week announcing 
record first-half profits 
despite the downturn in the 
domestic market. Honda, 
heavily dependent on the US 
market, rose Y280 to Y4.780. 

Hitachi, the leading elec- 
tronics group, was up Y79 to 


Y790, and rival Toshiba 
gained Y20 to Y697. 

Trading volume was heavy 
at 580m shares. Advancing 
issues outpaced declining 
shares, 968 to 214. with 125 
unchanged. In Osaka, the 
OSE index gained 382 to 
15342 on the back of gains in 
the US market 

HONG KONG closed at a 
seven-month high as the 
Hang Seng index gained 
337.18 or 3.2 per cent to 
10351.71 in turnover that 
picked up to a hefty 
HK*U.6bn. 

Index heavyweight HSBC, 
a recent underperformer, 
climbed HK$3.50 to HK$201, 
extending its rise over two 
sessions to 73 per cent 

Smaller banking stocks 
also fared well, fuelled by- 
hopes of further interest rate 
cuts and talk of mergers in 
the sector, brokers said. 
Wing Hang Bank jumped 
HKS3.05 to HKS2330 and Dao 
Heng Bank HKS2.55 to 
HKS23.90. Wing Lung Bank 
jumped HK$2 to HKS30JJQ. 

KUALA LUMPUR was pul- 
led higher by by speculative 
buying of stocks linked to 
businessman Tajurfin Ramil 
and the gaming sector. The 
composite index gained 12.49 
or 23 per cent to 489.66. 

Telecommunications stock 
Technology Resources 
gained 24 cents to M$2 and 
Malaysia Airlines' holding 
company Naluri picked up 10 


cents to 92 cents in heavy 
trade. Demand for both 
stocks stemmed from hopes 
that Tajudin, who controls 
both companies, might 
receive government help 
with his debts. 

MANILA continued to 
gain ground as a cut in inter- 
est rates kept sentiment 
upbeat The composite index 
ended 38.99 or 2 per cent 
higher at 136135. a 24- week 
peak and a gain of almost 20 
per cent over the past ten 
trading sessions. 

PLDT, a strong market 
performer recently on 
rumours of a share stake 
changing hands, came off 30 
centavos to 1.055 pesos. 
Shortly after the close, it 
was announced that 10m 
PLDT shares had passed 
through the market In a 
block trade at 1,035 pesos. 

SINGAPORE pushed 
higher on the back of 
another strong day for elec- 
tronics shares, thanks 
largely to the overnight 
strength for Wall Street’s 
technology sectors. 

The local electronics index 
gained nearly 5 per cent 
with talk of strong pre- 
Christmas trade for PC- 
related products. Sembcorp 
Industries was the most 
actively traded stock, rising 
18 cents to SS1.99 in 38m 
shares traded. The Straits 
Times index ended up 3536 
or 23 per cent at L41230. 


short of the year-high of 
FM73 reached in February. 

Nokia put on FM9.40 to 
FM518.40 after hitting an 
all-time high of FM526 in 
early trade. 

COPENHAGEN saw a fall 
In textile service and indus- 
trial distribution group 
Soph us -Beremndsen after 
the company downgraded its 
1998 earnings forecast. 

The shares tumbled 
DKr2430 or 12 per cent to 
DKr207 after hitting an 
intraday and 11-month low 
of DK12OI.6O. The KFX index 
finished 2.68 weaker at 
202.93. 

MADRID edged higher as 
financial stocks continued to 
perform strongly. The 
Ibex-35 index of leading 
shares closed up 37.3 at 
9,4793. 

Several banks built an 
Monday's gains. BBV rose 
3.0 per cent, Santander put 


on 13 per cent and Argen- 
taria finished 2.1 per cent 
higher. 

Telefonica, the telecommu- 
nications group, recovered 
some of the Ptal30 shed on 
Monday on fears of a price 
war in its sector. It finished 
Pta50 or 0.7 per cent higher 
at PtaS.760. 

MILAN moved down after 
recent gains. The Mibtel 
index closed down 302 or 1.4 
per cent at 21,850. The 
bourse had gained 6.6 per 
cent in the previous three 
days' trading. Telecom Italia 
ended U.75 or 1.3 per cent 
lower at L13.807. 

Alitalia, the airline, 
bucked the downward trend 
with a rise of L278 or 43 per 
cent to L5J909. Dealers said 
investors were looking for- 
ward to the announcement 
of details of an agreement 
between the company and 
KLM, the Dutch airline. 

LISBON was dragged 
down by a sharp fall in util- 
ity Eiectriddade de Portugal 
on concerns that 1999 tariff 
cuts could be greater than 
expected. The shares lost 
Es222 to ES3352. 

The PS120 index lost 177.43 
to 10,85937, also hurt by a 
Es329 faD in Portugal Tele- 
com to Es7.400 on worries 
that the country’s dominant 
telecommunications opera- 
tor might raise capital next 
year to cut its debt 

Written and etfited by Michael 
Morgan, Jeffrey Brown and 
Peter Had 


Namibia's stock exchange is 
one or the most tranquil 
markets despite the turmoil 
that has swept through 
emerging economics- 

staffed by six, its one- 
room office looks on to a 
pizza restaurant in a leafy 
courtyard in central Win- 
dhoek, the capital of a vast 
but sparsely populated coun- 
try of desert. 

The NSX has grown rap- 
idly since its establishment 
in 1992 - two years after 
Namibian independence - 

and is beginning to interest 
foreign investors as its mar- 
ket capitalisation and turn- 
over increase. 

On November 9, the NSX 
became the first of South 
Africa's neighbouring stock 
m ar kets to link up with the 
Johannesburg stock 
exchange electronic trading 
system known as Jet (Johan- 
nesburg Equity Trading}. 

Namibian institutions. 
which must invest 35 per 
cent of their funds in local 
assets, still dominate trading 
in the 40 stocks listed. 

But more than 98 per cent 
of the NS150bn in capitalisa- 
tion that makes the NSX the 
second-largest market in 
Africa is accounted for by 
secondary listings of big 
South African groups such 
as De Beers, the diamond 
company, and FirstRand, the 
financial services group. 
With turnover of about 
NSlbn annually, the 
exchange is the continent’s 
fourth busiest. 

Local companies involved 
in fishing, diamond-mining 
and financial services are 
starting to make their pres- 
ence felt Namibia Breweries 
was the first local group to 
attract specialist foreign 
fund managers. 

'It was quite a challenge 
the first time someone 
decided to sell USSlm of 
shares." says Tom Mlnney, 
NSX general manager. 

The NSX is closely linked 
with the South African mar- 
ket. and the overall index 
rose sharply at the begin- 
ning of this year before 
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starting a steep fall in April 
as international investors 
shunned emerging markets. 
By this week, it had recov- 
ered to 169, compared with 
226 at the end or last year. ' 

The local index of the 15 
companies ibaL are either 
Namibian-owned or have 
most of their Interests in the 
country was less volatile. 

But the index took a 
knock after the link-up with 
Johannesburg because it is 
now calculated on the "rul- 
ing price" of stocks (based 
on what people are prepared 
to bid in the absence or a 
trade) rather than the "last- 
traded price”. The local 
index has fallen to 106, from 
164 at the end of 1997. 

The gloom is unlikely £ 7 } 
last. Next week Sanlam, the 
South African life assurer 
being demutualised, will list 
in Johannesburg and Wind- 
hoek. That will add 56.0Q0 
Namibian shareholders to 
the lii.OOO or so who hold 
stocks today. 

"Half the working popula- 
tion gets Tree shares - it's 
quite an opportunity in 
terms of increasing the 
share-owning culture." says 
Mr Minney. "Initially people 
were full of doubts. But the 
stock exchange is proring it- 
self. The main aim is to raise 
capital for local companies, 
and local entrepreneurs are 
starting to sit up and take 
notice.” 

Victor Mallet 

4/--* 
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Interim restate and divid^d aimcmnreixi fflt fo r. the six months ended 
'■* ^ / \ x 30 September 1998 (unaudited) 

s' \ \ / ;/ 

\ Headline earnings down 5% to R2 332 million 
• Cash fl(\w from op^atitrrfs of R4 026 million 



Net asseHtalne'b 


> 


or R242 per share 



cents per share or R650 million 


M higher tha* normal interim daritteml has been dxlartd. Fallowing the aaaoancemertt on 15 October 1998 of the proposed 
restruchtrvtg of the Corporation tmj the combination zrnth Mtaorco to form Anglo America* pic, it has been to 

change Sir year end of tkr Corporation from 31 March to 31 December. Accordingly, it L-i proposed that a final dwutaul far 
this nine mouth perioj mill be declared early in 1999 with respect to the final three months. 

fa ttetmehx mouths to 31 March 1998, a total drvidemi of 73S cents per sktue was decUutd. On the basis of a mainlauud 

dividend for the nine month period, it is expected that pro ruled dividends totalling 550 cents per share mill be declared, 
of which the interim dividend is one half. This will abiorb R65Q mUlwn, whilst maintaining a satisfactory cover of3,b times. 

Notice of dividend 

Dividend No. 125 of 275 cents per stare has been declared payable on Friday, 8 January 1999 to shareholders 
registered at the dose of business on Friday, 11 December 1998. The register of members will be dosed from 
Saturday, 12 December 1998 to Saturday, 19 December 1998 inclusive. 

The foil conditions relating to the dividend may be inspected at the Registered and the London offices of the 
Corporation and at the offices of its transfer secretaries at which copies of the interim report aw aUn av ailable 

The full interim report will be posted to shareholders on or about 30 November 1998. 


London office 
W Charterhouse Sheet 
London EClN bQP 

The interim results are available on the Internet on http://www.aacco.za 
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Annual country review 


Revolution 
starts long haul 
to prosperity 

Building a modern state, say Stefan Wagstyl and 
Matej Vipotnik, is proving less glamorous but equally 
as challenging as throwing off the Soviet yoke 


Lithuania’s dramatic escape 
from the grip of the Soviet 
Union In the early 1990s 
made international head- 
lines when scenes or crowds 
confronting Soviet troops 
were beamed around the 
world. The protests from 
provincial Vilnius set alarm 
bells ringing in Moscow and 
hastened the end both of 
Mikhail Gorbachev and of 
Soviet Communism. 

Today, the challenges the 
country faces are less dra- 
matic but require more sus- 
tained effort If it is to live 
up to the heady expectations 
of 1990-91, Lithuania must 
now overcome the impact of 
another threat from Russia - 
the economic crisis. And it 
must continue to develop a 
market economy and to inte- 
grate with the west particu- 
larly by joining the EU. 

The need for economic 
progress is urgent. While 
Lithuania was among the 
wealthiest provinces of the 
former Soviet Union, it is 
poor in comparison with 
neighbouring Poland, let 
alone western Europe. The 
centre of Vilnius, with its 
freshly-renovated old build- 
ings. is a picture of prosper- 
ity. But it is a scene remote 
from the everyday lives of 
the country’s farmers, fac- 
tory workers and pensioners. 

The Russian crisis has hit 
Lithuania harder than most 
east European countries out- 
side the CIS. While Its banks 


were less active in Russia 
than those of neighbouring 
Latvia and Estonia and suf- 
fered smaller losses, the 
impact on Lithuania's 
exporters is severe. Exports 
to the east have fallen 20-30 
per cent. The official eco- 
nomic growth forecast for 
the year has been cut from 7 
per cent to 5J5 per cent. Com- 
panies in exporting indus- 
tries. trading and haulage 
are going bankrupt. 

The turmoil is complica- 
ting efforts to limit the cur- 
rent account deficit, which 
threatens to yawn wider 
than the 13 per cent recorded 
in the first half of 1998. Yet. 
with foreign exchange 
reserves high, there is no 
danger of financial crisis. 

The government rules out 
devaluation and the threats 
must be seen in perspective. 
Russia took 20 per cent of 
exports last year but the EU 
bought more than 30 per 
cent, including growing 
amounts of higher quality 
goods. 

And the crisis could force 
restructuring in an economy 
which has been slow to mod- 
ernise. "Lithuania is facing a 
challenge which, if passed 
successfully, would assure 
the world that it has man- 
aged to slip away from the 
influence of the former 
Soviet bloc and put its econ- 
omy on sound market-ori- 
ented fundamentals," says 
Margarita Starkevidute, an 


assistant economics profes- 
sor at Vilnius University. 

Foreign investment can 
help that process. The coun- 
try will attract more than 
?lbn this year, including 
$510m from telecommunica- 
tions privatisation, and 
hopes for the same next 
year. Western companies, 
led by export-oriented manu- 
facturers have expressed 
interest. Among them is 
Intel, the US microchip 
maker, which is considering 
Lithuania as a site for a 
(500m plant 

Valdas Adamkus, a former 
US government official who 
became Lithuania’s presi- 
dent this year, says: "We 
have to open up Lithuania's 
markets, invite foreign 
investors here and provide 
favourable opportunities." 

However, future invest- 
ment cannot be guaranteed 
International sentiment is 
more cautious about emerg- 
ing economies than six 
months ago. And, despite 
reforms. Lithuania still has 
some way to go before creat- 
ing a truly open economy. 

Much to the annoyance of 
Lithuanians, their country is 
often assessed by foreign 
business people as less user- 
friendly than Latvia or 
Estonia. Business services 
are often expensive and 
sometimes inefficient. Finan- 
cial services contribute only 
ZS per cent of GDP. Stock 
market trading is low. 



Bureaucracy rules, giving 
rise to frequent corruption. 
For example some 80 per 
cent of goods moved through 
customs in Lithuania are 
inspected, compared with 5 
per cent in the EU. Gedimi- 
nas Vagnorius, prime minis- 
ter, urges all business people 
with a red tape problem to 
come to him. But that is 
only a help to big companies; 
small entreprenuers say they 
often have little choice but 
to pay bribes. 

Privatisation has done 
much to promote the cre- 
ation of an open economy, 
with some 70 per cent of 
GDP now in private hands. 
But the remaining 30 per 
cent includes the State 
Savings Bank (the biggest 
bank), the utilities and other 
service providers which are 
a drag on business. 

Ministers recognise the 
problem. They plan ambi- 
tious disposals over the next 
12 months, -including the 


Savings Bank, the Lithua- 
nian Agriculture the 
state-controlled insurance 
company and shipping and 
dock management compa- 
nies at Klaipeda, which 
ciaima to be the only perma- 
nently ice-free port in the 
Baltic states. 

The government is com- 
mitted to further market- 
opening reform Mr Vagnor- 
lus’s centre-right coalition, 
which won power two years 
ago, is expected to stay at 
the helm at least until the 
□ext elections in 2000. He 
has developed a good rap- 
port with Mr Adamkus. 
Their main critic is Vytautas 
Lands bergis, the flamboyant 
speaker or the Seimas (Par- 
liament) and hero of the 
independence fight. His 
uncompromising attacks on 
ex-communists have made 
him something of a maver- 
ick. Mr Adamkus and Mr 
Vagnorius favour a more for- 
ward-looking approach. •_ 


Lithuanians have yet to 
come to terms with their 
past As elsewhere in the ex- 
communist bloc, there are 
endless arguments about 
responsibility for actions 
during Soviet rale. Even 
more painful are memories 
of the Second World War, 
when Lithuania was invaded 
by Soviet troops, then Ger- 
mans. then Soviets wpatn_ 

The trial of 91-year-old 
Aleksandras Lileikis on 
charges of having sent Jews 
to death camps is forcing 
Lithuanians to re-examine 
their history and reopening 
old wounds. Some Jewish 
groups accuse Lithuanians 
of widespread collaboration 
in the Holocaust and many 
Lithuanians arguing their 
suffering has been forgotten. 
Mr Adamkus has set up a 
commission to study the war 
and its aftermath. 

But the 72-year-old presi- 
dent is more concerned 
about :jhe future than the i . 


past. Mr Adamkus ’s main 
aims are to help lead Lithua- 
nia into closer cooperation 
with the west via member- 
ship of Nato and the Euro- 
pean Union. The government 
accepts Nato membership is 
anme way off. But it is build- 
ing military ties with the 
alliance through the partner- 
ship for peace programme 
and, more directly, by creat- 
ing a joint peace-keeping 
battalion with Poland, which 
is due to Join Nato next year. 

As for the EU, Lithuania’s 
imm ediate goal is to win an 
invitation to the accession 
negotiations involving other 
east European countries. 
The government is particu- 
larly irritated Lithuania is 
excluded from the talks 
when Estonia is already at 
the table and Latvia has 
recently been told that it 
might join next year. 

Mr Vagnorius says Lithua- 
nia is being “punished" for 
refusing tDifloae the.-Ignalina 


Ptom. Bib tAP McntBpc Gay Gummm 

Chernobyl-type nuclear 
power station. The EU has 
not set specific conditions 
but has made clear it wants 
a promise to close the plant. 

Meanwhile, relations with 
Russia are the best among 
the Baltic states. Lithuania 
has a signed border treaty 
with Moscow. With only a 
small Russian-speaking 
minority it faces few of the 
difficulties which dog Latvia 
and Estonia over their treat- 
ment of ethnic Russians. 

But the similarities among 
the Baltic states are proba- 
bly more important than 
their differences. All are 
engaged in the same monu- 
mental work of constructing 
new states on the ruins of 
communism. All are finding 
that, while building the 
future is less heroic than 
tearing down the past, it is 
at least as difficult 
• The text of this survey is 
available on the FT’S web Site 
at the address above. . 



)ST LIETUVOS TELEKOMAS 


Lietuvos Telekomas - 
Serving the customer, 
serving the nation 


Irf July this year, the Government of Lithuania carried out the partial 
privatisation of Lietuvos Telekomas. the national telecommunications 
operator. In the privatisation, sixty percent of the company’s shares; were sold 
to a consortium of Telia (Sweden) and Sonera ‘Tiniand). 

Lietuvos Telekomas has one million customers and employs 
about 10.000 people. 

In the financial year 1997. the company’s turnover was L SD 167 million 
and its operating profit amounted to l, SD 30 million. 








INTERNATIONAL RELATIONS by Stefan Wagstyl 

Keen to win western 
friends and influence 

Recent setbacks on the road to EU and Nato membership have 
done nothing to dim enthusiasm for the aliiahces 


For Lithuania. nothing is 
more important in interna- 
tional relations than build- 
ing: links with the west. And 
few things are more disap- 
pointing than a snub - 
intended or unintended - 
from the US or the European 
Union. 

Also, as a state which has 
newly recovered its indepen- 
dence and exists in its pres- 
ent incarnation only since 
the break-up of the Soviet 
Union. Lithuania has a 
young country's sensitivity 
to the opinions of others. 

it was little surprise then, 
that Lithuania reacted with 
anger and disappointment to 
the latest external report on 
its political and economic 
condition - the progress 
assessment on its prepara- 
tions to join the EU. pub- 
lished this moDth by the 
European Commission. The 
report praised many reforms 
carried out in Lithuania but 
said more had to be done, 
including efforts to prepare 
for the closure of the Ignal- 
ina Chernobyl- type nuclear 
power station. 

The commission concluded 
that Lithuania was not 
ready to start accession 
negotiations. TO make mat- 
ters worse for Vilnius, a sep- 
arate report on neighbouring 
Latvia decided that Latvia 
was almost ready to join the 
talks - and could be invited 
to the table as soon as next 
year - to sit beside six other 
candidate states, including 
Estonia. 

Tbe reality of being 
ranked third among the 
three Baltic states and the 
possible prospect next year 
of becoming the only Baltic 
nation to be kept outside the 
negotiating chamber 
inflamed opinion in Vilnius. 

Government ministers 
declared Lith uania was suf- 
fering discrimination 
because of its failure to pre- 
pare for closing Ignalina. 
Cediminas Vagnorius, prime 
minister, says it is wrong for 
a decision to close to be 
treated as an unspoken pre- 
condition for Lithuania’s 
admittance to accession 
talks. It is a subject for dis- 
cussion only after negotia- 
tions have started. "The cur- 
rent Lithuanian economic 
reforms are not worse than 
or less developed than those 
in Latvia. If Latvia is 
assessed more favourably 
this should be seen as a 
demand to punish Lithuania 
for a political decision [to 
keep ope] tbe Ignalina power 
plant." 

The government does not 
see EU concern over ignal- 
ina as purely a safety mat- 
ter. Officials say they detect 


a conspiracy to protect tbe 
interests of west European 
utilities which, they claim, 
fear low-cost competition 
from Ignalina, once Lithua- 
nia is connected to the Euro- 
pean electricity grid. 

Even Valdas Adamkus. the 
mild-mannered president, is 
convinced that plots are 
being plotted. “There are 
economic issues [involved in 
EU concern over Ignalina] 
whicb are not being brought 
into the open but definitely 
exist,” be says, adding that 
“economic issues" means tbe 

concerns of western utilities. 

Nevertheless, Mr Adamkus 
argues that Lithuania could 
be invited to accession nego- 
tiations as soon as next year. 
This seems optimistic given 
growing scepticism within 
tbe EU about enlargement as 
a whole. But the president's 
words show how committed 
Lithuania is to membership. 

As far as Nato is con- 
cerned. Lithuania has 
accepted with reasonably 
good grace that it will not be 
among the first wave of east 
European states - Poland, 
the Czech Republic and Hun- 
gary - to join the alliance 
formally next year at the 
Nato summit in Washington. 

Ministers also recognise 
that a second wave of 
enlargement may not come 
for a few years. However, 
the government clings to the 
hope that the country will be 
mentioned in official summit 
documents as a potential 
future member. The purpose 
is not to force Nato, in the 
last analysis, to defend Lith- 
uania against a possible Rus- 
sian attack, however 
unlikely that may seem 
today. Rather, membership 
is seen as a help in making 
such an attack less likely. 
Mr Adamkus quotes a com- 
ment made by Zbigniew 
Brzezinski. the former US 
national security adviser, 
about the Berlin airlift Ber- 
lin was not defensible but it 
was protected, said Mr Brze- 
zinski. Mr Adamkus says 
members hip could - bring a 
similar level of protection to 
Lithuania. 

Meanwhile, Lithuania is 
doing what it can to bring 
itself closer to the west 
under its Nato partnership 
for peace programme. It is 
increasing military spend- 
ing, introducing Nato-style 
command and training pro- 
cedures and buying Nato- 
compatible equipment. It 
hosted Nato exercises involv- 
ing 4,000 troops, the biggest 
wargame in Europe this 
year. It is also preparing a 
joint battalion with Poland 
for international peace-keep- 
ing duties which will be 


ready for service in January 
- just before Poland joins 
Nato. 

Tbe battalion will help 
cement better relations with 
Poland. The two nations, 
which were for centuries 
linked in the Polish -Lithua- 
nian state, have this century 
been involved in serious ter- 
ritorial disputes, leading to 
fighting between Poles and 
Lithuanians at the end of 
tbe First and Second World 
Wars. Eufemia Telchmann. 

the Polish ambassador to 
Vilnius, says that the ten- 
sion of the early 1990s has 
given way to much improved 
relations though Warsaw 
still has some concerns 
about the treatment of tbe 
Polish minority in Lithuania 
over issues including land 
restitution claims. Mrs 
Teichmann hopes that grow- 
ing economic ties will fur- 
ther promote goodwill 
between the two states. 

Algirdog Saudargas. Lith- 
uania's foreign minister, 
says: "Relations are improv- 
ing after difficult moments 
in this century.” 

Meanwhile, Lithuania is 
pursuing cooperation with 
Latvia and Estonia. Despite 
the competition for EU and 
Nato membership, the three 
countries see value in 
improving relations - if only 
to show future western part- 
ners of tbelr neighbourli- 
ness. Military cooperation 
Includes the Baltic battalion 
for international peace-keep- 
ing, Baltron naval coopera- 
tion and Baltnet, a common 
air defence monitoring cen- 
tre to be based in Lithuania. 

Mr Saudargas says there 
are limits to the concept of 
Baltic unity, which is some- 
times touted in tbe region. 
But even as the three coun- 
tries pursue integration with 
the EU there 1s scope for 
integration at a more local 
level, he says. 

Of the three states, Lithua- 
nia probably enjoys tbe best 
relations with Russia,, even 
though its withdrawal from 

most dramatic. At less than 
10 per cent of the population, 
the Russian minority is 
much smaller than in Latvia 
or Estonia, giving rise to 
fewer ethnic tensions. Also, 
given the strategic impor- 
tance of access to the Kali- 
ningrad enclave, Moscow 
has more need of good rela- 
tions with Vilnius than with 
Riga or Tallinn. 

Mr Saudargas says good 
relations are “no accident" 
because Lithuania has 
worked hard to achieve 
them with a range of agree- 
ments covering Kaliningrad 
access and other issues. 
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RELATIONS WITH RUSSIA by Anthony Robinson 


An amicable parting 

Russia’s concern to protect its Kaliningrad enclave and 
Lithuania's setf-confidence have assured good relations 


Mikhail Gorbachev, the man 
who tried and failed to 
reform and preserve the 
Soviet Union, genuinely 
believed that the Baltic 
states would face a bleak 
future if they broke away 
from the motherland. 

But one of the abiding 
images of the chaotic last 
years of the Soviet regime 
was an increasingly irritated 
Soviet president being 
answered back by people 
who thought differently dur- 
ing a waBu&out in the Uth- 

A decade later it is Russia 
which is in a deep economic 
crisis while Lithuania and 
the other former Soviet Bal- 
tic republics have introduced 
reforms to reduce their 
dependence on the Soviet 
market and lay the basis tor 
sustainable growth. 

Two-way trade last year 
amounted to S2.3ba, with 
Moscow enjoying a surplus 
of around $500m thanks to 
exports of oil for the Mazei- 
kiai ofl refinery and gas for 
domestic and industrial use. 

Exports to Russia fell 
sharply after, the .August cri- 
sis ‘with its steep rouble 


devaluation and virtual 
paralysis of the banking sys- 
tem. But Lithuania, together 
with Poland, remains an 
important supplier of food 
and consumer goods to Kali- 
ningrad, the Russian enclave 
surrounded by Polish and 
Lithuanian territory. 

The break-up of the Soviet 
Union left Kalining rad as an 
isolated outpost of Russia. 
This physical Isolation gave 
Moscow a powerful reason to 
seek good relations with 
both' Belarus' and LitfmaOia, 

the road and rail connec- 
tions betweeh Russia and 
the 950.000 Russian citizens 
in and around Kalining rad 

As presiding chairman of 
the Council of Baltic Sea 
States. Lithuania is a strong 
supporter of moves to 
involve Russia, especially St 
Petersburg and the sur- 
roimding Leningrad region, 
more closely In Baltic 
regional economic coopera- 
tion including the Baltic 
electricity power ring. 

Tbe latter is of particular 
Interest to Gazprom and to 
UES, the Russian electricity 
grid -and power company. 

Vs ■>- . i 


In general, Russia has had 
better relations with Lithua- 
nia than with any other Bal- 
tic state after tense moments 
in L99L More than 700 people 
were injured and 14 killed on 
the night of "Bloody Sun- 
day” in mid-January, 1991, 
when hardline Soviet conser- 
vatives chose Lithuania to 
mount an armed counter-at- 
tack against the Gorbacbev- 
led reform movement 

Soviet special forces bat- 
tled tor control of the tdevi- 
sl0tt~ Station' hi 'Vilnius, the 
L ithu a nian c a pit al. -as the 
world held its breath. 

In the end, pro-reform 
forces in Moscow prevailed 
and Sergei Shakrai, now 
legal adviser to Yevgeni Pri- 
makov, the Russian prune 
minister, was sent to the 
Lithuanian capital to start 
talks about the withdrawal 
of Soviet troops from a 
republic whose parliament 
had unilaterally declared its 
independence nine months 
earlier, in March, 1990. 

That declaration was seen 
as a betrayal by many pro- 
perestrotka reformers In 
Moscow,, including Mr Pri- 
makov,, who spent much of 


the previous year discussing 
greater economic autonomy 
for the Baltic states. . 

The Russians wanted Bal- 
tic support for economic and 
political reform of the Soviet 
Union, not a decision to go it 
alone which weakened pro- 
reform forces in the Soviet 
leadership. 

It was not until the failure 
of the coup that Lithuania 
and the other Baltic states 
ensured their independence 
by formally leaving a Soviet 
Union Which lingered an for 
another few months until 
dissolved by president Gorb- 
achev on Christmas Day. 

Despite the keen sense of 
loss which many Russians 
felt, and still feel about the 
loss- of lands which first 


provoked restrictive post-in- 
dependence citizenship laws 
in Estonia and Latvia. 

But the divorce was also 
eased by Algirdas Brazaus- 
kas. the nationalist-minded 
communist party boss. 
Trusted and respected by 
powerful people in Moscow 
and familiar with the twists 
and turns of the political 
struggles over reform within 
the Soviet establishment he 
played an important role in 
the independence process. 

It was thanks to such 
insider knowledge that 
Vytautas Landsbergis, then 
head of the Lithuanian 
Supreme Soviet, was able to 
sign a treaty on inter-state 
relations with Boris Yeltsin, 
the Russian leader, in 1991, 


o 


came— under-Russiftfl— rule — — ht this—agreement 
early in the 18th century, leader of Russia formally 


Russia and Lithuania man- 
aged their divorce with less 
rancour than others. 

This is partly because the 
largest of the three Baltic 
states has the lowest propor- 
tion of ethnic Russians. 

Just more than 9 per cent 
of the population was classi- 
fied as ethnic Russian in the 
last Soviet census and the 
proportion is now less than 8 
per cent The huge Lithua- 
nian majority, with its dis- 
tinctive language, history 
and culture, did not share 
the fear of being swamped 
by an alien people which 


recognised that the Soviet 
Union had invaded Lithua- 
nia in 1940 while tbe Lithua- 
nian leader, by signing a 
state treaty, became the first 
leader of a “foreign” state to 
recognise Russia. 

Symbolically important, 
the treaty was overshadowed 
three weeks later when Mr 
Yeltsin faced down the coup, 
publicly humiliated Mr Gor- 
bachev. outlawed tbe Soviet 
communist party and pur- 
sued policies which guaran- 
teed both Baltic indepen- 
dence and the disintegration 
of the Soviet Union. 


ADVERTISEMENT 


STATEMENT BY THE PRIME MINISTER OF LITHUANIA 

LITHUANIA LOOKS FORWARD TO SUSTAINED ECONOMIC GROWTH 
AND ULTIMATE MEMBERSHIP IN THE EUROPEAN 
AND TRANSATLANTIC STRUCTURES 

Although the history of the statehood of Lithuania dates back to a 
millennium, in many ways our country is young at the threshold of the 
21 tl century, engaged in building new institutions and a modem market 
economy. Lithuania's deep attachment to freedom, which was not 
extinguished in trying times, has stood it in good stead during the 
difficult phases of transition: macroeconomic stabilisation, 
reorientation to foreign markets, restructuring and mass privatisation. 

Having steadfastly pursued market reforms since 1990, we are now 
enjoying the first fruits of our perseverance. GDP growth, which 
resumed in 1994, has continued uninterrupted, gaining momentum 
with a 7.3 percent rate for the first half of this year. Inflation, peaking at 
over 1,100 percent in the early price decontrol phase, wiif come in at a 
3 percent annual rate for 1998, which is respectable by any standards. 

Lithuanians 1 real earnings have been growing at over 15 percent per 
annum. 

Having stayed the course, we have earned the trust of the foreign investment community. As a result, 
foreign investment growth has boomed; cumulative FDI doubled in 1997, and it is expected to double 
again this year to a total of about USD2 billion. FDI growth witi continue as we move towards the 
concluding phase of an ambitious infrastructure privatisation program and as existing investors 
implement already scheduled modernisation and expansion programs. During the next few years 
investment dynamics will be maintained in key economy sectors. 

Major infrastructure improvement projects involving our seaport, hi^iways, an electricity transmission 
line to Western Europe and a European-gauge railway link have the backing of international financial 
institutions and major corporations. These undertakings, together with the ongoing modernisation of our 
enterprises, and the firm basis of advanced reforms wiif help to ensure sustained economic growth well 
into the next century. 

As our trade with the European Union grows fit already is our most important trading partner) and as 
our financial and investment links to the Western world intensify, we seek to consolidate our hard-won 
achievements. We are in the process of consolidating ever closer ties with European and trans-Atlantic 
economic, social and security institutions. We are steadily working towards our ultimate goals - 
fully-fledged membership in the European Union and NATO. As a stable country which maintains good 
relations with all of its neighbours, Lithuania will make a significant contribution in building our common 
European home, a Europe open to new members, prosperous, secure and stable. 


Gediminas Vagnorius, Prime Minister of Lithuania 




Bankas HERMIS 


Bankas HERMIS is a leading bank in Lithuania as 
rated by IBCA. 

That is why many international companies have 
chosen Bankas HERMIS as a safe haven 
for their holdings in Lithuania. 

www.hermis.lt 



FREE ECONOMIC ZONES 
KLAIPEDA AND SIAUUAI 


Free Economic Zones at ice-free port and 
cargo airport- 

M Industrial plots of any required size 
M On-site facilities and infrastructure 
M Excellent access by alf types of transport 
M Strong tax incentive regime 
E Setup and operations support 
Contact us: 

Free Economic Zones Development Center Ltd. 
Turgavs a. 23 

Klaipeda U-5800, Lithuania 
Phone: +3706 312164 
Flax: +370 6 400014 
e-tnaB: ofBca QfezJt 
URL www.fez.tt 
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LITHUANIA 3 


by Stefan Wagstyl 


The best and worst of times 




Tot those facing west, 
the outlook is good, 
c For those looking east, 
it is gloomy 

° n the uutsklrts of Vilnius, a 
windswept field is home to one of 
ihe country’s largest second-hand 
car markets. It is open to anyone, 
whether with one vehicle to sell* 
or 100. 

A few months ago as many as 
3.H00 cars a day were traded here, 
mostly Volkswagens, Opels, 
Audi* and Fords, with a smatter- 
ing of more expensive Mercedes 
and BMW's. Today, the traders 
say. they are luck to sell a few 
hundred. 

"The Russians have gone," 
says Gedas Karalus, a part-time 
trader who also drives a taxi. He 
. says he can manage financially 
V hut a friend who bought three 
^ vehicle transporters is falling 
behind on his lease payments. 
“He will have to give the trucks 
to the bank." 

In the prosperous old centre of 
Vilnius, the disconsolate car trad- 
ers seem very far away. Old 
buildings are being renovated 
and new ones are on the drawing 
board, including a multi-storey 
office block, two shopping cen- 
tres and a Sheraton hotel. 

Business is so brisk that for- 
eign architects - are being "drawn 
to the city ‘among them Douglas 
Abrahams, from Scotland. “I’m 
expanding ray practice,” he says. 
“Vilnius is a good base for the 
whole of eastern Europe." 

Striking a balance between the 
views of Mr Abrahams and those 
01 the car traders is not easy with 
afein.* Russian economy still in tur- 
™iuil. The government's assess- 
ment. in the words of AJgirdas 
Nemctn. the finance minister, is 
that the impact “will 
significant". 

Dut in some corners of indus- 
try - notably among companies 
-uch as < nr traders, food proces- 
sors and textile makers with big 
Russian exposure - the mood is 
gloomy. "I understand our gov- 
ernment.'? very optimistic. But I 
can see in business that things 
are terrible." says Egidijus Paza- 
rauskas. chief executive of Kauno 
Auriiniai. a Kaunas-based cotton 
and artificial fibre mil]. 

The government admits that 
the economy is slowing sharply. 
After 7.3 per cent GDP growth in 
the first half of 1998. the country 
is braced for about 4 per cent in 
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VALDAS ADAMKUS 


Return of the native 


per cent for the year, according 
to the finance ministry- Next 
year's forecast is being cut from 7 
per cent to 5.5 per cent. 

The direct damage to banks Is 
1 touted because, with just 1.4 per 
cent of assets to Russia. Lithua- 
nian banks were far leas active in 


overdue industrial restructuring. 
Outside food processing, compa- 
nies exporting to Russia often 
specialise in low-price goods 
made to old designs on obsolete 
equipment, notably in textiles 
anri engineering. 

.^Mr- Pazaraueakas-says consolv 


further reductions next year - 
targets which private sector 
economists regard as very 
optimistic. 

There is no immediate threat 
because the deficit is being 
funded this year by a sharp leap 


Moscow than some -others in the ndationsia. ibe ..textiles industry. 


region. 

The real concern is about the 
effect on Lithuanian exports to 
Russia. Before the crisis Russia 
accounted for about 20 per cent 
of total exports, with almost a 
Further 20 per cent going to 
Ukraine and Belarus which are 
also suffering economic difficul- 
ties. With total exports account- 
ing for 55 per .cent of GDP. the 
not' "be ,, nmgbers paipt^tgrlm picture. 

' Roughly a fifth df the economy, 
is in some way. dependent on the 
Commonwealth of Independent 
States. 

However, not all these sales are 
lost. Apart from second-hand cars 
- which are transit business - 
Lithuania's main export to Rus- 
sia is food, a basic necessity 
which Russians win continue to 
import. After a virtual stoppage 
of shipments in August, these 
exports. are recovering, albeit 
slowly and often accompanied by 
complicated financing arrange- 
ments, such as barter. 

And the effect of the fall-off 
may not be all bad. The loss of 


for example, is long overdue, as includes privatisations, led by 


in foreign direct investment to 
more than $lbn in 19^..T^s l, Mr Adarnkus has managed to 


the government has kept open 
inefficient state-owned mills by 
allowing tax and other public 
bills to go unpaid. 

However, the government must 
manage the immediate future 
carefully. It has bowed to pres- 
sure from the agricultural lobby 
to increase public support during 


the SSlOm acquisition of a strate- 
gic stake in Leituvos Telekomas, 
the telecommunications utility, 
by Telia of Sweden and Finland's 
Sonera. The government hopes 
that a string of privatisations 
next year, augmented by green- 
field projects, will gather a fur- 
ther $lbn-plus. But. given the 


tfj£ crisis- it Js .also seeking _.eauti ous .international enviro- 


to Ait public spending by 2 per 
cent to ’accommodate the expec- 
ted shortfall in tax revenues. 

Public finances are to reason- 
ably good shape, with the fiscal 
deficit forecast at 0.5 per cent for 
1998 and targeted at 0.38 per cent 
for next year. Lithuania's infla- 
tion rate is the envy of the 
region, running at a forecast 3 
per cent for 1996. 

The external accounts look less 
stable. The c urre nt account defi- 
cit in the firet half was 13.4 per 
cent, a level which started alarm 
bells ringing and prompted the 
government to fake . action, 
including some import controls. 
For the year, Mr Semeta is aim- 


ment, this may also be overly 


-ambitious.- 


Ministers are taking precau- 
tions with plans for an Ecu200m 
Eurobond issue. However. Deut- 
sche Bank, the German bank, has 
warned that devaluation of the 
litas might come on to the 
agenda. 

One possibility might be to 
devalue next year when the gov- 
ernment considers changing the 
currency arrangement from the 
present fixed link to the dollar to 
a 5050 tie to the dollar and the 
euro. Hie Bank of Lithuania, the 
central bank, says it win consider 
re-pegging the currency once it 
has observed the euro in action 


VakJas Adamkus, Lithuania's 
genial 72-year-old president, is 
one of the more unlikely political 
success stones of the former 
Soviet Union. 

A US career bureaucrat for 27 
years, he was still living in 
America until a few months 
before he won an unexpected 
victory in the country's 
presidential elections late last 
year. He remained a US citizen 
almost until the day he took 
office. Since then, he has defied 
predictions that as a returning 
ex-patriate he might flounder in 
the swamps of day-to-day 
politics - his popularity has 
grown from the day he was 
inaugurated and Is now running 
at 80 per cent in opinion polls. 

He is comfortable in a 
presidential palace which has 
hosted Polish kings, Russian 
czars and Napoleon. 

Lithuanians acknowledge that 
he is succeeding in the main 
challenge that he set himself - to 
act as a bridge between political 
parties. He is also winning 
recognition from diplomats for 
his skill in presenting Lithuania's 
case in Washington and other 
western capitals. 


project himself as' a man of the ' 
future, even though he is older 
than Vytautas Landsbergis, the 
country's legendary 
independence leader, or most 
other leading politicians, 
including Gecfiminas Vagnorious, 
the 41 -year-old prime minister. 
As one diplomat says: "Adamkus 
is a new force even though he is 
in his 70s." 

Mr Adamkus says youth Is the 


Lanswer. to the country's greatest’ 
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challenge - overcoming the 
effects of 50 years of 
communism on people's thinking. 

"It would be foolish to deny 
that the Soviet mentality 
continues to exist But my hope 
is based not on the present but 
on the future. The young 
generation. In my short 
experience, is willing and is 
looking for a new way." 

He admits that this is hard on 
older Lithuanians, including not 
Just pensioners but world ng 
people In their 40s and 50s 
brtoglng up children. “But what 
else can you do? The country 




progress." Recalling the misery 
ot communist times, he adds: 
"The realities of life can be much 
harsher than this." 

He bristles at the suggestion 
that, living in the US for most of 
his life, he was cut off from the 
realities of communism. Bom in 
Lithuania. Mr Adamkus fought in 
the war-time resistance before 
escaping to the US. where he 
combing an active role in the 
Lithuanian-Amerlcan community 
with a career in government, 
culminating in a senior post at 
the environmental protection 
agency. 

As head of a US-Soviet 
environmental panel, he visited 
the Soviet Union regularly during 
the 1970s and 1980s, adding 
private trips to Lithuania to his 
official missions. “I was here for 
the past 25 years. Year after 
year, for a week or two. I was 
here at the worst of times. I 
heard things and saw many 
people standing in line for a loaf 
of bread. For somebody to tell 
me that I don’t understand the 
conditions, that I don't 
understand the sufferings, that's 
not true." 

But the years in a western 
democracy and market economy 
have given Mr Adamkus a clear 
vision of the direction which he 
believes Lithuania most follow. 
"Growing up in a western 
democracy you have a different 
outlook. Here it was a closed 
society. A regimented society. 

My experience helps me when 
we have to deal with building a 
market enterprise economy." 

For Mr Adamkus, as for almost 
every Lithuanian politician, the 
.(.most important aim js . 
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membership of western 
economic and political 
structures. As tar as the EU is 
concerned, he is sanguine about 
the recent progress report of the 
European commission which 
suggested that Latvia might be 
invited to join accession talks 
next year but made no such 
comment about Lithuania. 

Mr Adamkus says Lithuania will 
"probably" be issued with j:i 
invitation next year and v»itl be 
ready to join the union with the 
first wave of eastern and central 
European states in "five lo seven 
years." He acknowledges there 
are disagreements with the EU 
over the fgnalina. 

Chemobyl-tvpe. nuc!ea r power 
plant. But he says there is nc 
ultimatum from Ihe EU 
demanding an immediate 
closure. With the plant supplying 
more than 80 per cent of 
Lithuania's electric power that 
would be "national suicide ". 

As for Nato membership. Mr 
Adamkus accepts that it might 
take 7-10 years but is worth 
pursuing. Nato may not be able 
to “defend" Lithuania in the literal 
military sense but it could 
“protect" the country in the same 
way as Berlin was "prof eel ed” 
during the airlift, says Mr 
Adamkus. echoing the view of 
Zbigniew Brzecinski. a fonner US 
national securer/ aeviser. 

H Mr Adamkus is afraid of 
Russia, he does not show it. "I 
recognise that Russia is going 
through the worst period? 1 he 
says. There is "economic chaos" 
and there are political troubles. 
"The political situation will settle 
down in fhe next couple of years. 
The economy will take longer but 
they will pull through. The west 
will help. They cannot afford to 
walk away from all that 
investment’ 

Mr Adamkus smiles when he 
describes how he divides his 
time between state ceremonials, 
administration and discussion 
meetings. He leaves a Tittle time 
for himself - swimming in the 
earfy morning and reading at 
night. He is currently engrossed 
in George Bush's memoirs. 
Seeing, perhaps, what one 
president might learn from 
another. 


-Stefan 
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Joint stock company m Ma±eikiu 
NAFTA", THE LARGEST COMPANY IN 
Lithuania, a the only refinery in the 
Baltic States and one of the most 
modern refineries in cbvtral Europe 

AND THE FORMER SOVIET UNION, 

conveniently locath> near Ventsphs 
(Latvia), Klaipeda and BOtingE 

'(LtTHUANUO'Ot£'tERkllNA15. 




By the end of the current year three 
EXISTING OIL BUSINESSES.* MA2EIKIU 
Najta, a refinery, Naftotiekis, 
Lithuania's crude oil and refined 
products pipeline operator and 
B0rwe£s NaFXA. AN EXPORT TERMINAL, 
LOCATED ON LITHUANIA'S BALTIC COAST, 
PRESENTLY UNDER CONSTRUCTION, WILL 
"MAftEnoy NAFTA”. 


Williams International^ a. tj$ ra§£d. 

COMPANY, " HAS * BEEN • FORMALLY’ 
RECOGNISED AS THE STRATEGIC INVESTOR- 
They intend to obtain 33 per cent 

EQUITY INTEREST IN A NEW COMPANY AND 
THEIR INVESTMENTS WILL COME UP TO 

USS 150 million. 

The commnus' incremental capital 
INVESTMENTS WILL BE DIRECTED TOWARD 
COMPLETING BOTTNGC, CONSTRUCTION OF 
PRODUCT PtPEUNE AND MODERNISATION 
OF THE REFINERY . 

The company intends to occupy the 
LEADING POSmON IN THE REGION AND 
.THE PROPOSALS FOR CO-OPERATION ARE 
VERY WELCOME. . 
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ENERGY by Mate] Vipotnik 


The good, the bad and the ugly 


Lithuania boasts a mix of the 
under- utilised, the unreliable and the 
unpleasant 


Lithuania inherited huge 
energy potential when it left 
the Soviet Union m 1990 but 
it i? either under- utilised - 
for example, the Ma/eikiu 
Noft;i nil terminal - unrelia- 
ble - the main export pipe- 
line for Russian oil - or con- 
iroversial - the 
Chernobyl-type Ignalina 
nuclear power plant. 

Despite the size of the 
energy and oil industry, 
which amounts to more than 
20 per cent of GDP, it plays 

any tiling but a dynamic role 
in the economy because of 
its prost inefficiency. Cus- 
tuuu/rs pay Mi ieo - directly 
through charges and indi- 
rectly by supporting subsi- 
dies which amount to 2 to 3 
per cent of GDP. 

The government has 
launched reforms aimed at 
reducing its role. It is reor- 
ganising the oil sector and 
has declared it will reduce 
its interference iu its energy 
awjn-uriw. An Energy Pric- 
ing Commission has been 
formed to o\ erhaut the tariff 
r-tructure in the hope of 
esUiblishing cost -recovering 
pricing and the district heat- 
ing network has been decen- 
tralised. 

The oil sector is perhaps 
Lithuania's best energy 
asset. Marcikiu Nafta is the 
large.'*! oil terminal in the 
region and is directly con- 
nected to the leading export 
pipeline for Russian oil, 
most of which is shipped via 
the Latvian port of Vents- 
pils. 






To cash in on Russia's oil 
exports, and capitalise on 
Mazeikiu Nafta, the govern- 
ment launched the construc- 
tion of the Butinge oil termi- 
nal. With an investment of 
up to $75m required to pre- 
pare Butinge for crude oil 
exports, the government 
recently reorganised the oil 
sector by merging Mazeikiu 
Nafta. the Butinge terminal 
and the Nafta Helds pipeline. 
It then sold a 33 per cent 
stake In the new company to 
Williams International, a US 
oil Finn, for S150m, of which 
$75 m came in cash and 875m 
in promissory notes. 

Williams has promised to 
invest an additional 8150m 
and, if all goes according to 
plan, the Butinge terminal 
may start exporting oil as 
early as next year. The state 
will retain a 57 per cent 
stake but plans to divest 
down to 25 per cent. 

The decision to build 
Butinge in the face of opposi- 
tion by the Latvian govern- 
ment. which fears competi- 
tion to Ventsplls, was also 
made to ensure that Lithua- 
nia did not become depen- 
dent on Russian oil supplies. 

‘'Lithuania should have 
alternative possibilities far 
access to natural resources - 
not through its neighbours' 
borders but through Lithua- 
nian borders," says Vflrtoras 
Valent ukevlcrius, Lithuania's 
deputy economy minister. 

The government is also 
seeking to divest its bolding 
in Lietuvos Kuras. which 
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Bad reaction: the Chemobyl-Bte tgnaflna provide* 80 percent of Uthuanafc e lectricity aa 


runs petrol stations - 30 per 
cent of the firm is already in 
private bands. 

There are more ventures 
in the works. An offshore ofl 
exploration site in the Baltic 
sea is being held up by a 
dispute with the Latvian 
government over the demar- 
cation of territorial waters. If 
and when the dispute is 
resolved, the site may yet 
attract a foreign suitor. 

In the power generation 
and gas distribution busi- 
ness, thing s are not as rosy. 
Vast over-capacity exists in 
the business, up to three 
timpfi higher than demand in 
power generation and fore- 
times more than demand in 
gas distribution. According 
to the World Bank*, the 
economy's energy Intensity 
is three Hwipk higher than 
the OECD average. 


What is more, the pitiful 
condition of Lithuania's 
energy infrastructure has 
condemned district heating 
to never-ending problems. Its 
decentralisation will not 
solve the problems of these 
networks. 

There are several pressing 
problems the government 
has to face. Investment to 
replace distribution technol- 
ogy ■ Is badly needed' because 
heat ■ -losses ‘ in- the • -network 
are almost one third of sup- 
ply, a dismal level even by 
developing world standards. 

It would help if customers' 
consumption was metered, 
though it Is not dear that 
consumers will be ready to 
foot the higher tariffs. 
Indeed, many customers are 
likely to jump ship, to inde- 
pendent electric and gas 
heating, as subsidies decline 


and rate rise in district 
heating. Many district heat- 
ing firms will probably fail, 
as consumers choose more 
efficient -and cheaper energy 
providers. 

In the longer-term, the 
government may have to 
consider the privatisation of 
its power and. gas firms and 
its transformation from 
owner to regulator. .More 
important] y.thfl government 
will "have ■•id "tackle" the 
loiig-term< issue ^of- energy 
conservation. "If only half of 
the estimated potential 
annual energy saving from 
conservation were realised, 
the country would have no 
need for nuclear power," the 
World Bank writes In a 
recent report. 

* World Bank. Lithuania, An 
Opportuirity.- foa ■■ Economic 
Sujxess.{Aafrusfrl99ile.q r. 
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The core is the problem 


On a recent visit to the 
Ignalina Nuclear Power 
Plant, a foreign diplomat 
took a detour to the 
lavatory. ‘Nuclear plants and 
lavatories are basically about 
plumbing.” the diplomat said 
afterward. “It is astonishing 
that an organisation which 
depends on high-tech 
plumbing Iras managed to 
produce such poor 
lavatories.” 

. Concern about the quality 
of the plant is at the core of 
I the European Union's 
worries about Ignalina and 
explains why it is urging 
Lithuania to set a clear 
schedule tor the plant's 
decommissioning before it 
begins EU accession 
negotiations. For its part, 
Lithuania claims that closing 
Ignalina would be . 
prohibitively expensive and 
would cripple the country's 
economy. 

Built in the early 1980s, 
Ignalina 's two 1500MW 
reactors were, at the time, 
the largest Chernobyl-type 
reactors in operation. 

Hodsed irr'grim concrete 
blocks- ISGken northeast of 
the- capital Vifnius;tfte 
reactors generate about 83 
per cent of Lithuania's 
electricity. 

Following the Chernobyl 
disaster, western 
governments, citing safety 
concerns, called far the 
closure of all Chernobyl -type 
reactors, including Ignalina. 
^■i73ie^jJartHias,-been 
mpnitorectote^ly.by -EBRD 


and EU funded experts since 
Lithuania regained rts 
independence in 1990. tts 
reactor monitoring system 
has beer, upgraded and a 
second emergency 
shutdown system installed. 
Up to Si 00m has been 
invested in improving the 
plant's safety. 

Research sponsored by 
the Swedish government has 
found that with better 
trained stall and improved 
safety measures, the 
probability of an accident 
involving Ignalina's tuel will 
be comparable to western 
reactors. 

If an accident did occur, 
however, the probability of 
radioactivity escaping the 
building would be higher 
than in modem western 
reactors because Ignalina ‘s 
reactors are only partiaHy 
contained by a wall of 
reinforced concrete and 
steel, according to Jan 
Nistad, director of the 
j Swedish International Project 
! for Nuclear Safety. The 
Lithuanian government 
disputes the view that the 
plant is potentially 
dangerous. “Experts have 
concluded that it could 
safely operate until 2010," 
says Vatdas Adam kus, 
Uthuania's President. 

The government maintains 
that it cannot afford to 
decommission Ignalina and 
develop alternative sources 
of energy without 
international financial . . 
supp 9 ftir“lf.the international 
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community put before roe 
$8bn, I would say: ‘Yes. let's 
dose it tomorrow',* - Mr 
Adamkus says. “It would be 
suicide [to close the plant] - 
we would destroy our 
economy, so let's be 
practical." 

However, Mr Adamkus 
says the government is 
working on an energy 
strategy which includes the 
option of closing Ignalina a: 
some time, combined with 
the development of 
alternative energy source*. 

Nevertheless, the 
government seems to be 
counting at Ignalina's j 

electricity for some time to fl 

come, it recently signed a 
deal with Powerbridge - a 
consortium of US companies 
led by Duke Energy, the 
power company - to link 
Lithuania's grid with that of 
Poland, paving the way for 
the export of Ignalina's 
electriclty. 

The government's plans to 
keep open the station may 
yet lead to a clash with the 
terms of an agreement it 
signed with the EBRD in 
1994, according to which it 
agreed not to recliannel 
Ignalina’s reactors, a 
process which would extend 
the plant’s operating life. Its 
plans could also be derailed 
i if an international 
commission of inquiry, which 
is to review the plant in the ||h 
near future, finds Ignalina w 
too dangerous to run. 

Matej Vipotnik 
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AGRICULTURE by Matej Vipotnik 


Land locked in chaos 

The de-collectivisation shambles and ownership restrictions are hampering the sector 


When Stas* and Vladas 
Jasineviciai left the collec- 
tive farm in 1991. they 
received a rusty Soviet trac- 
tor. two cows and some fer- 
tiliser. Since then, through 
hard work and some luck. 
tWfijr. have expanded to 34 
cm tic. installed milking 
machines and hired hands. 

The Jaslnei lclal farm has 
done better than many farms 
since Lithuania began de-col- 
lectivtsing its agriculture in 
1939. In a system plagued 
with unclear land owner- 
ship. unviable small plots, 
lack of credit and failing 
agri-businesses, they have 
managed to secure the land 
and the means to market 
their products. The Jasinevi- 
•*iai farm is a sizeable 54 
hectares, owned by the fam- 
ily hefore collectivisation 
and returned in the land res- 
titution programme. 

The sue at their plot enti- 
tled them to receive extra 
c.uiJr- during the break-up of 


the local collective farm. The 
local cheese factory, in Rak- 
iskio. lent them money to 
buy additional cattle and 
machinery. 

Compare their situation 
with other land-dwellers. 
The collective fartbs have 
been liquidated but many Of 
the resulting farm plots are 
too small to be viable. 

The average farm size is 
11.9 hectares, one of the low- 
est averages in eastern 
Europe, Of the 500,000 claims 
for land submitted to the res- 
titution programme, more 
than 190,000 are unresolved. 
To speed up the process, the 
government recently broad- 
ened the number of potential 
claimants. But the World 
Bank, which has looked at 
the issue, says this is actu- 
ally likely to delay the pro- 
cess. Ed vardas Make! is, the 
Agriculture Minister, con- 
cedes that wrapping up this 
programme may take 
another four years. 



\II liuttl ri*i'nv- anJ flic luxury suites are brightly furnished 
jjjJ lOier Sjil-JJju- TV, Jiavi-tbal telephone and minihar 
S.iuit.t and indnor w. inimiac pool 
Keivuih.il NumUuiusc H.vienda in our cellar restaurant 
Guarded p.irkmy 

Fax. * ■ ft .uni busmens facilities available 

For reservations please contact: 

MABKK RESIDENCE HOTEL 
Maironin 13, 3001 Vilnius, Lithuania 
Tel: +370-2-22 20 87 or +370-2-22 21 95 
Fax: +370-2-22 22 40 Telex: 26 13 33 
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For more information 
please contact 
UTEXPO 

Lithuanian Exhibition 
Centre 

Laisves Ave. 5, 

2600 Vilnius 
Tel. (3702)4 54500 
Fax. (370 2) 45 45 11 
e-mail: info©ltexpo.ft 
httpVAvwvv.litexpo.k 


The victims of this bureau- 
cratic muddle are farmers. 
Since less than 50 per cent of 
farmland is transparently 
owned, the land market is 
limited in size and scope. 
Farmers who wish to expand 
their plots facer aii- Uphill 
struggle. Lithuania’s consti- 
tution bars legal entities 
From owning land and there 
Is an upper limit to the 
amount of land any individ- 
ual can own. This hinders 
the creation of commercially 
viable farms. 

Not that it would be easy 
getting credit to purchase 
the land. Banks do not 
accept land as collateral and, 
therefore, farmers are 
unable to borrow the money 
to buy land. Tbe World Bank 
argues that the problem of 
rural credit will be solved as 
more landowners secure 
their title to the land. As 
land ownership becomes 
transparent, land becomes 
easily tradeable. 


But this can only happen 
if banks are allowed to own 
land. Will legal entities be 
allowed to own land? “There 
are no plans to change tbe 
constitution." says Mr -Make- 
rs. ■ . 

The govetimkesm should be 
credited however, for taking 
steps in the past two years 
to eliminate distortions and 
boost competition in agricul- 
ture. It has scrapped several 
farm subsidy programmes, 
introducing instead the 
Rural Support Fund, which 
is backed with Litas 375m of 
state money. This fund tar- 
gets direct payments to 
higher-quality products, 
shrinks credit subsidies and 
creates a Credit Guarantee 
Fund, designed to help farm- 
ers buy equipment by chip- 
ping in up to 25 per cent of 
the purchase price. 

But despite the govern- 
ment's willingness to cut 
piiniip iiTTi prices and direct 
subsidies and discontinue 





Say cheese; the Rotdskio dairy Is a rare success 


crediilisubhbdphB) iittlmania 
stiH bus fiffRtoQMfymbstdy 
equivalents amounting to up 
to three times those found in 
neighbouring Latvia and 
Estonia. Lithuania’s subsi- 
dies are only one third of EU 
levels but even so, this sup- 
port, the World Bank says, 
“blurs market signals for 
farmers and it remains sub- 
ject to political manipula- 
tion”. 

Tax preferences for agri- 
cultural firms are also signif- 
icant. While firms usually 
pay a 29 per cent tax on prof- 
its. agriculture-related firms 
are levied, a favourable 10 
per. „cent ./ate. And 'farmers 
who tqaltf} of 

their income ^romriarming 
do not pay Income tax. 


f Corporate Finance ✓ Mergers & Acquisitions 
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A year’s work. And it’s just the first one. 
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Despite the subsidies, Litta- 
#Wia ifefti*ethimBf?rter of 
agricultural products. . Food 
and agriculture account for 
about 17 per cent of total 
exports and about. 13 per 
cent of imports. (These fig- 
ures may, however, be mis- 
leading because both exports 
and imports figures include 
goods far re-export.) 

Exports to the EU actually 
fell over three years from 27 
per cent to 17_per. cent in 
1996. The fall coincided with 
a rise In exports to the CIS. 
On a positive note, II Lithu- 
anian dairies received EU 
veterinary certification last 
year, ..which, should boost 
expo c$s4g Ibflinjest, . 

.. -The gOKefnmsgt's agricul- 
ture reforms may he boosted 
by Lithuania's forthcoming 
membership of the World 
Trade Organisation. Many of 
the steps required to join 
bave been completed and 
membership may ju-t 
encourage consistency and 
transparency in farm policy. 

To develop an internation- 
ally competitive sector, how- 
ever, the government must 
stop running credit pro- 
grammes. a World Bank 
report says. It should instead 
create tbe “legal and institu- , 
tional mechanisms” which 
would encourage the exten- 
sion of financial services to ! 
rural areas. And while the 
share or agriculture in GDP 
has not changed since the 
early 1990s. at around 10 per 
cent, rural employment has 
increased by one filth. The 
farm sector has, in other 
words, become a safety net. 
As it overhauls the farm sec- 
tor. the government wlH also 
have to take into account 
these pains of adjusting to 
the free market 
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Churning out a 
healthy profit 




It ^toaigood-mllk in piake 
g9flft5i?fl?ge- Not 
earth-shattering concept but 
one that become painfully 
obvious at the Rokiskio 
cheese factory in the early 
1990s when its supply of 
high grade milk slumped. 

The de-collectivisation of 
Soviet-era farms scattered 
hundreds of cattle across 
dozens of small farms. The 
output of these new farms 
was paltry, its quality low. 

Rokiskio began Issuing 
loans to local dairy farmers, 
based on a production 
quota, to finance investment 
in new cattle, milking 
machine*, perhaps a 
refrigergted/ank. ... 

By-i^plrig farmers to ' 
expand Rokiskio helped 
itself. As farms grew, its milk 
supply increased and the 
quality improved. 

The man behind the 
scheme is Antanas Trumpa, 
who has been at the helm 
since the 1970s. Under his 
management Rokiskio has 
enhanced its reputation as 
successful business. 

"We didn’t know what 
credit was in Soviet times,” 
recalls Mr Trumpa. "tf - 
somebody borrowed, they 
did not return the money." 

. Since 1991, Rokiskio has 
catted on the capital 
markets, raising Litas12m 
with a 1.2m share issue in 
February. 1 997, and issuing 
another 300,000 shares in 
November of the same year. 
Half the issue was in Global 
Depository Receipts and 
foreign investors own 41 per 
cent of tbe dairy. 

Mr Trumpa, whose family 
owns 33.8 per cent of the 
company , says $25m of the 
money raised has been 
invested in the plant. 


Mil Western-machines have 
replaced Soviet ones andtffa 
two refrigerated storage ^ 
rooms have been built. This 
year Rokiskio was one of 11 
Lithuanian dairies granted a 
European Union veterinary 
certificate which allows it to 
export to the EU. 

In the early 1990s Rokiskio 
decided to reorient its 
exports toward the west. 

“Western markets are 
more reliable," Mr Trumpa 
says - not to mention more 
lucrative. 

Rokiskio has afrnost tripled 
its turnover since 1994. with 
annual sales growth of 
around 40 per cent Six 
month figures for I99S show 
a 33 per cent rise! 

The company had a net 4 
profit margin of 12.4 per w 
cent on sate of 539.8m »n 
1997, the highest in the 
Lithuanian dairy industry, 
says Vilfima. a Vilnius 
brokerage. 

The share of cheese 
exports to Russia has risen 
from 36 per cent of total 
output in 1997 to 48 per 
cent in 1998. 

Unlike many companies 
with trade exposure to 
Russia, Mr Trumpa says 
Rokiskio was hardly affected 
by the rouble's devaluation. 

Its immediate toss 
amounted to $1m, as rts 
Russian distributors were 
unable to pay for delivered 
goods in hard currency. 

They suggested barter 
instead. 

Mr Trumpa settled for 
tractors, which Rokiskio then 
sold for cash to Lithuanian 
farmers - perhaps the very 
farmers who receive 
Rokiskio credits. - 

c 

Matej Vipotnik 
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BANKING by Stefan Wagstyl 


Tortoises emerge in front 


The slow pace of change protected the sector from exposure to 
the Russian crisis and left it well placed to advance 


Utilitarian 
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There are few better symbols 
or the transformat ion of 
L i t hua n ia n banking than the 
imposing headquarters of 
VOniaus Bank. The building, 
built berore the Second 
World War to house the local 
branch of a Polish bank, was 
used by the Nazi and Soviet 
authorities before passing, in 
the 1990s. into the hands of 
the country’s biggest pri- 
vately-owned bank. 

"This building has a long 
history’." says Julius Nied- 
varas, the chairman, as he 
walks through the heavy 
metal front doors. If Mr 
Niedvaras has bis way. it 
will also have a bright 
future. The disclosure that 
the bank is in talks about 
selling a stake to Sweden’s 
SEB banking group is indica- 
tive of Mr Niedvaras' deter- 
mination to build Vilnlaus 
into one of the leading hanks 
of the Baltic. 

It is a considerable chal- 
lenge. First Lithuanian 
banks, like others in the 
region, must overcome the 
impact of the economic tur- 
moil in Russia. Next, the 
government must decide 
about structural change, 
including the privatisation 
of the two largest state- 
owned banks - the Lithua- 
nian Savings Bank and the 
Lithuanian Agricultural 
Bank. Finally, banks must 
respond to the advance of 
overseas banks in Lithuania, 
ft Lithuanian banks are less 
exposed directly to the Rus- 
sian crisis than their rivals 
in the other Baltic states, 
notably in neighbouring Lat- 
via. They had just 1 A per 
cent of assets in Russia, 
compared with 8 per cent for 


Latvia's banks. “The impact 
is not great," says Retnoldi- 
jus Sarkinas, the centra) 
bank governor. 

In contrast to Riga and 
Ta llinn , no hawks have been 
forced to close their doors in 
Vilnius. Snoras Rawk a Rus- 
sian-controlled bank, has 
turned to its shareholders 
for fresh capital but It is 
small and unique among 
Lithuanian banks in the 
extent of its Russian irnkc 

Bankers have much 
greater concern about their 
indirect exposure to Russia 
via Lithuanian companies 
exporting to the country 
since Russia accounts for a 
higher percentage of exports 
than in other Baltic states. 

Mr Sa rkinas estimates that 
loans to companies with “big 
exposure" to Russia amount 
to 480m litas, or about 5 per 
cent of total bank assets. Be 
remains relaxed because 
"not a single company has 
gone bankrupt'*. 

But others are less 
relaxed. The impact of the 
Russian crisis is only begin- 
ning to work its way 
through the economy. The 
distress is already painfully 
apparent at the family-run 
enterprises which dominate 
Russian-related industries, 
such as road haulage, gar- 
ment-making and trading in 
second-hand cars. 

Economists estimate that 
as much as 25 per cent of 
Lithuanian workers owe 
some of their living to Rus- 
sia. Not ail of this activity 
will evaporate. But banks 
are already feeling the 
pinch. For example, VOniaus 
Bank's leasing subsidiary 
has taken charge of 20 lor- 


ries from owners who could 
not keep up with payments. 

Nevertheless, both VD- 
niaus and He-rmls Bank, the 
second largest private bank, 
expect to make profits this 
year, even after making Rus- 
sia-related provisions. Few of 
their counterparts in Latvia 
and Estonia caw make a sim- 
ilar boast. 

Latvians and Estonians 
might return that one reason 
why Lithuanian banks have 
relatively little Russian bum- 
ness on their books is that 
they are less dynamic. Lith - 
uania has been much slower 
to privatise banking and to 
encourage foreign banks into 
the industry. The Lithuanian 
Savings Bank, the biggest 
bank, is stRl in state hands 
as is the Lithuanian Agricul- 
ture Bank, which ranks 
fourth behind VOniaus and 
Hermis. (These four domi- 
nate the industry with 
nearly 90 per emit of assets, 
leaving little for the remain- 
ing six institutions). 

The government originally 
hoped to start privatisation 
with the State Commerce 
Bank, a troubled institution 
since folded into' the Savings 
Bank. This year It tried to 
sell Agriculture Bank but 
stopped the process when it 
was left with one bidder, 
Parex Bank of Latvia. It 
plans to try a gain next year 
bat foreign bankers are 
unlikely to rush to bid. 
Savings Bank is seen as a 
more attractive option. 

“The Russian crisis comes 
at a very inopportune time 
for banking privatisation," 
says Peter Modeen, a bank- 
ing expert at the World Bank 
office in Vilnius. 
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More than the future of 
two banks is at stake, as 
these two institutions, with 
46 per cent of total assets, 
dominate the industry. They 
lag the private b anks in effi- 
ciency and innovation but 
they provide the government 
with a powerful tool to inter- 
fere in banking markets. The 
World Rank, in a report on 
Lithuania, claims the state 
h anks have weak capital 
adequacy and poor gover- 
nance standards and that 
the State Bank is so -big that 
it is “a potential parallel 
Treasury". 

The World Bank gives 
credit for reforms which 
have been carried out in 
hanking and corporate law 
but says that there is much 
more to do to create an open 
market. For example, gov- 
ernment interference in 
b anking still extends to set- 
ting pay for bank staff, 
which was recently tied to 
civil service salaries. Mean- 
while, hanks are constrained 


TEXTILES by Stefan Wagstyl 


The Emperor has no clothes 

Companies catering for the Russian market will be damaged by its collapse 


Drobe. a state-owned wool 
mill with Russia as Its prin- 
cipal market, has been hit so 
hard by the collapse in 
exports that it has put some • 
>$lts 2.400 workers bn short- : 
time. Other Russia-depen- 
dent textile companies are 
stockpiling goods in sports 
halls. Some are going bust. 

At the other extreme, fac- 
tories supplying western 


Europe are busier than ever, 
often planning new Invest- 
ments to expand output and 
raise quality. 

3%e -Russia crisis has- high- 
lighted'’ the differences 
between the good performers 
in the Lithuanian textiles 
trade and the also-rans. 

The industry was already 
under pressure from the eco- 
nomic turmoil in east Asia, 
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which sent the prices of 
yam. cloth and garments 
plunging as Asian compa- 
nies cut prices to save their 
markets; : ■-jri ••••.’ 

Events" ir?‘- Russia Tiave 
made life even more difficult 
for some Lithuanian compa- 
nies but by no means all. 
For, while Russia and former 
Soviet countries bought 12 
per cent of Lithuanian tex- 
tile exports last year, the Ell 
accounted for 69 per cent 

The figures understate 
exports to Russia because of 
a large element of unre- 
corded trade which adds a 
further 50 per cent to the 
volume going east. But the 
Ell is still for more impor- 
tant, especially since the 
beginning of this year when 
a duty and quota-free trade 
regime came into force. 

Companies' which have 
capitalised on the EU-bound 
trade are usually those 
which have done most to cut 
their previous dependence 
on Soviet markets. 
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Among them is Utenos Tri- 
kotazas, a manufacturer of 
underwear and other clothes 
which, in 1989. sold 70 per 
centuxf dts output to the for- 
mer^SdvM-'lHiioa and now 
sells 70 per cent to the EU. 
The company is so optimis- 
tic that it is considering 
launching its own brand in 
western Europe, says Neri- 
jus Datkunas, finance three 
tor. “We can say that the 
Russian crisis has had no 
direct impact [on usi" 

Such success is encourag- 
ing foreign investment in 
the industry. For example. 
Chargeurs of France has 
invested about $7.5m In a 
bankrupt mill in the Indus- 
trial city of Kaunas to estab- 
lish a plant employing 120 
producing wool and linen 
yam for export to France. 
The company plans to 
expand into weaving in the 
near future. German, Italian 
and Scandinavian companies 
are also big investors In the 
industry. 

Aldona Paukstyte, finan- 
cial controller of Fflana, the 
Chargeurs subsidiary, says 
companies are attracted to 
Lithuania because of the its 
long tradition in textiles and 
highly skilled workers. The 
free trade agreement also 
helps in an industry which 
is still tangled internation- 
ally in the web of the Multi 
Fibre Arrangement, a 
restrictive trade pact. 

However, success is not 
the whole story. Companies 
which have been slow to pri- 
vatise or which specialised 
in products, such as heavy 
wool coats, for the Russian 
market are suffering losses. 

Egidijus Pazaraaskas, 
chief executive of Kauno 
Audiniai, a Kaunas min for 
lightweight cloths, divides 
the industry into three 
groups. “A few will do well, 
like Utenos. About 12 will 
pull through. Including this 
company. But most of the 
remaining 20 or so compa- 
nies are already bankrupt in 
practice because they cannot 
pay taxes or social security 
or electricity bills.” 

These companies are in 
effect being propped up by 
the government. "This dis- 
turbs the market and drives 
down prices," says Mr Paza- 
rauskas, who claims compa- 
nies which pay their taxes 
are being forced to compete 
with those which do not. 

He is already being 
approached for jobs by 
entrpreneurs who have lost 
their businesses. M 1 think the 
situation is getting worse.” 

Industry executives say 
consolidation Is under way 
and will accelerate. The 
problems come with the gov- 
ernment's reluctance to cut 
jobs in an industry that 
employs some 50.000- But Mr 
Pazarauskas says there is no 
coice. "Jobs will go. Foreign 
capital will come into the 
industry." 
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from developing their ser- 
vices by regulations, includ- 
ing a law which makes it 
difficult for banks to own 
property for more than 12 
months, which inhibits 
using land as collateral. 

Nevertheless, foreign 
banks are increasingly inter- 
ested in Lithuania. Two have 
established branches - 
Kredyt Bank PBI of Poland 
and Sodete Generate of 
France - and two others 
have representative offices - 
Norddeutscbes Landes bank 
of Germany and Poland's 
Pekao Bank. 

Bat foreign banks will 
ooly have a big Immediate 
impact via acquisition. As 
well as the state banks, some 
private banks could be for 
sale, as the talks between 
VUniaus and SEB indicate. 
Hermis may not be far 
behind. Ivo Guerguiev. chief 
executive of Hermis Fman- 
sai, the bank's investment 
hanking arm, says Hermis is 
considering options includ- 
ing “bringing a strategic 
investor” into the bank. 

As Mr Sarkinas says, there 
is plenty of room for growth. 
Financial services account 
for just 2J> per cent of the 
economy. Automated teller 
nmehinag, credit cards and 
consumer loans are all in 
their infancy. Even corpo- 
rate lending is barely devel- 
oped. with most banks con- 
centrating on short-term 
finance. Long-term credits 
are almost unobtainable in 
domestic market&'>i>’. ■» : 
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CASE STUDY 

NSEL 


Ripples swamp the flow 


Lithuania's fledgling stock 
market has been tut harder 
by the Russian crisis than 
almost any other comer of 
the financial markets. 

As in other emerging 
economies, equities have 
borne the brunt of the 
change in sentiment among 
international) financial 
investors. The Litin index of 
leading stocks, which 
peaked in April at 975 points 
was trading this month at 
less than 400 - a decline of 
about 60 percent 

The outlook is so poor 
that even normatiy optimistic 
local financial companies do 
not hide their gloom. Hermis 
Rnansi, the securities arm of 
Hermis Bank, the Lithuanian 
bank, says: “We do not see 
any significant improvement 
in the short-term. The buying 
side does not exist in this 
market and will not return 
until there is a ray of light 
worldwide." 

However. Rimarrtas Busila, 
chairman of the National 
Stock Exchange of Lithuania 
(NSEL) since Its foundation 
h 1993, says the exchange 
Is surviving the trough in 
sentiment in reasonably 
good shape. 

With a capitalisation of 
merely $3bn, toe market 
plays a limited role in the 
economy. There are 1,372 
companies on the exchange 
but most are very small and 
attract little trading interest. 
These groups are toe fruits 
of the mass privatisation of 
small and medium sized 
companies in toe early 
1990s, under which some of 
the shares distributed to the 
public were placed on the 
exchange to create a 
market 

Almost all toe investor 
interest is concentrated on 
the top 63 stocks, with a 
combined capitalisation of 
some S1.3bn, which are 
placed on either the "official 
list” of the six largest 
companies or the “current 
Est" of 57 companies. The 
NSEL's third level, where the 
bulk of companies are 
placed, is called the 
unHsted-tierV.’ r - 
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The official list includes 
the two top privately-owned 
banks - Vilniaus Bank and 
Hermis Bank - plus four 
manufacturers - Birzu 
Akctne Piero Bend rove and 
Rokiskio Suris, both dairies, 
Medienos Plausas, a board 
maker, and Kainapis, the 
largest brewery. These 
companies figure 
prominently in the portfolios 
of moat international fund 
managers with Lithuanian 
stocks. The banks and the 
dairies have issued global 
depositary receipts. 

Foreign fund managers 
say that toe exchange's 
biggest problem is a lack of 
liquidity, with turnover 
running at less than S2m a 
day. 

it is a weakness to which 
Mr Busila readily admits. 
“Low liquidity is a problem 
for all emerging markets." he 
says. Even toe top six 
stocks, which account for 40 
per cent of the exchange's 
turnover, do not attract 
sufficient interest to make 
for truly liquid trading. 

Mr Busila says toe main 
reason is a virtual absence 
of domestic financial 
Institutions capable of 
investing in stocks. The 
banks and toe dominant 
state-owned insurance 
company are restricted, by 
law, in their investments. 
Private investment funds 
barely exist Private pension 
funds do not, although plans 
are afoot to launch some 
next year. .. 
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As a result shares are 
owned by either foreigners 
(40 per cent) or domestic 
companies and individuals 
(60 per cent). Mr Busila adds 
that liquidity is further limited 
by toe government’s 
decision to ignore the 
exchange in large 
privatisations, such as the 
recent $5 00 m sale of a 
strategic stake in Lietuvos 
Telekom as, the 
telecommunications utility. 

Mr Busila hopes that 
future privatisations will 
include the sale of a portion 
of the stock on toe 
exchange. He also hopes 
that recent changes in 
investment company law will 
encourage the creation of 
investment companies and 
that Parliament will pass the 
private pension fund Law it is 
now considering. 

Meanwhile, toe decline in 
business is encouraging 
consolidation among the 
exchange's 49 member 
brokers. 

Smaller companies were 
already under pressure from 
planned periodic increases 
in the legal minimum capital 
of a brokerage - designed 
to bring Lithuania into line 
with EU standards in the 
year 2000. 

Recently, bigger mergers 
have materialised - headed 
by the acquisition by 
Vilniaus Bank of Vilfima, toe 
biggest independent broking 
firm. 

Stefan Wagstyl 


Smart Money 
Knows Where to Move 


During times of international financial turmoil, there are 
few markets which can confidently offer excellent 
investment opportunities. 

Major international investors such as Telia of Sweden, 
Williams International of the US, Sonera of Finland, 
Danisco Sugar of Denmark, Linstow of Norway, and the 
Tolaram Group of Singapore have already made the smart 
move by investing in Lithuania this year. 

Boasting the most promising economic indicators in the 
region, Lithuania is unquestionably the best investment bet 
in the Baltics. The real Baltic Tiger. 


• Investor-friendly government, political and ethnic stability 

• Fastest-growing foreign investment per capita in the region 

• Stable currency, ample foreign currency reserves 

• A strong and stable banking sector, low inflation 

• Dynamic GDP growth, fast-growing exports to the West 

• Strategic geographic location, excellent infrastructures 

• High-quality work-force, competitive operating costs 


Lithuania - the smart move 


For in-depth information 
about investment 
opportunities, contact: 



LITHUANIAN DEVELOPMENT AGENCY 

Sv. Jono 3, 2500 Vilnius, Lithuania 
TeL +3702 627438 fax.- +3702 220160 
e-noil: lda@lda.lr http://www.Ida.lt 
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ARTS by Matej Vipotnik 


■ The beggar’s opera 

Lithuanian mothers no longer want to put their children on the stage as musicians, 
[ feted and priviliged in the Soviet era, are finding modem times a little more difficult 



Voice In the wilderness: Jose Carreras sang to half-empty houses because ticket prices were beyond most Lithuanians 


Euirenijus Butvydas says he 
utis a bad pianist, so he 
decided to go into manage- 
ment. He chose the right 
business hut at the wrong 
time. When he took the post 
uf business manager for the 
Lithuanian State Symphony, 
classical music was still reel- 
ing Tram the collapse of the 
Soviet Union and the loss of 
the privileged position cul- 
ture held in society. 

Many leading Lithuanian 
musicians had actively sup- 
ported the independence 
struggle. A bearded musicol- 
ogist. Vytautas Landsbergis. 
l-.-ri the plucky Baltic nation 
in its struggle against 
Moscow. Bui once Lithuania 
regained its independence, 
the euphoria was replaced 
by the harsh reality of mar- 
ket economies. 

Musicians who. In Soviet 
times, lived a reasonably 
comfortable life found them- 
selves on $60 salaries. This 
was demoralising but what 
was worse was the loss of 
their pre-eminent status in 
society. In the old days, 
every prominent member of 
the community wanted his 
son or daughter to become a 
musician, says Mr Butvydas. 
who is now the business 
manager of the Vilnius 
Opera. But. today, he rue- 


fully concedes, it is more 
glamorous to be an accoun- 
tant. or a banker. 

The way the music busi- 
ness is run has changed. In 
Soviet times, the opera ' 
would sell out a month's run 
in a day or two. As one 
would expect, people lined 
up for hours to secure a 
ticket. Today. It is not hard 
to get tickets for most per- 
formances. 


Lithuania. The opera is 
bleeding money but it really 
cannot raise prices. “If we 
raised prices, 70 per cent of 
our visitors would have to 
choose between food and the 
theatre,” Mr Butvydas says. 

Given the opportunity, 
who would miss a perfor- 
mance by tenor Jose Car- 
reras, who came to Vilnius 
last year? No one, if they 
could. As it turns out, most 


The opera is bleeding but if it 
raised prices, 70 per cent of its 
visitors would have to choose 
between food and the theatre 


This is hardly surprising 
considering the prices. The 
Vilnius opera, whose season 
lasts from September to 
June, stages four or five new 
performances every year. 
Seats for regular perfor- 
mances are priced between 
$2.50 and $8, while the best 
seats in the house for the 
event of the season, the tra- 
ditional New Years Eve per- 
formance of Verdi’s Tra- 
viata. sell for $20. 

Not much, you may think, 
but too much for many in 


did. With ticket prices sell- 
ing for $20, half of the 1132 
seat opera was empty, Mr 
Butvydas recalls. 

To survive, the opera gets 
a hefty sum from the govern- 
ment In what Mr Butvydas 
calls the “best year” of the 
Lithuaniagi&ate , Sjsnjtfipiiy . 
thegov»ernment.hadi*a, con- 
tribute “only" 73 per cent of 
its budget. To put things in 
perspective, the philhar- 
monic gets about 85 per cent 
of its revenue from subsidies 
by the Ministry of Culture. 
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LIETUVOS ZEMES UKIO BANKAS 


W h * M XU I M if t ) u tit) Mi t vi lOffa Tiii 


The Government of the Republic of Lithuania, 
the main shareholder of Lietuvos Zemes Ukio Bankas, 

has decided to sell one of the biggest commercial hanks in Lithuania. 

• The branch network of Lietuvos 2ejn£s Ukio Bankas encompasses all 
towns countrywide and provides services to customers in the sectors of food 
industry, transport, construction, energy and agriculture; 

• Lietuvos 2emes Ukio Bankas is a founder and shareholder of its 
subsidiaries L2UB DRAUDIMAS (insurance company) and L^TJB 
LIZINGAS (leasing company); 

• It forms an inherent part of the financial world of Lithuania and 
participates in the cultural and social life of the country. 

Interested parties must contact Mr. A. MalikSnas or Mr. N. Mosejevas 

AB Lietuvos Zem6s Ukio Bankas, 

J. Basanavioaus 26, 

2600 Vilnius, 

Lithuania 

Tel: (370 2) 23 90 70, (370 2) 39 35 91 
Fax: (370 2)23 9057 
Telefax: 261097 VOD LX 
Swift: AGBLLT2X 
E-mail: LZUB-info@lzub.lt 







BUREAUCRACY AND CORR UPTION by Matej Vipotnik 

Maladministration and 

malice muddy the waters 

Businessmen must wade through red tape and rogues to make progress 





The Opera made Litas 2m 
last year. It received Litas 
dm from the government. 

Nor are there many 
wealthy would be art 
patrons around. Having 
made a bundle In the past 
few years, a few Lithuanian 
banks do contribute to the 
cause of culture. They gave 
about $200,000 to the leading 
music venues . In 1997. “The 
banks think that's a lot of 
money but that’s the cost of 
one pertoSmance," Mr Butvy- 
das wryly notes. 

To round off his income, 
and perhaps introduce mar- 
ket economics to the world 
of music, Mr Butvydas 
recently set up an agency to 
represent musicians. But he 
is having a difficult time. 
Musicians do not trust him, 
perhaps because they vividly 
remember the infamnns Gos- 
concert, Soviet Union’s 
music venue agency. 

“Back then, you had to go 
to Gosconcert with sausages 
to get a tour in the USSR or 
abroad. If you arrived with- 
out .milk or meat, no one 
ffipui4 1 ii§teB 1 tq^)U. B Mr But- 
vydas recalls. 

Today, it is market eco- 
nomics rather than petty 
officialdom which is making 
an audience hard to come 
by. 


Lithuanian government 
officials like to impress visi- 
tors with stories about the 
dynamism of the local econ- 
omy and the helpful attitude 
of the authorities toward for- 
eign investors. Speak to 
businessmen, however, and, 
with similar enthusiasm 
they will talk about the 
arcane laws and administra- 
tive obstacles they face on a 
daily basis. 

Like all post-communist 
countries, Lithuania is strug- 
gling to overhaul its bureau- 
cracy and laws. It is rescind- 
ing some regulations and 
introducing others - some of 
its own invention and others 
imposed by the need to com- 
ply with EU legislation. 

Valdas Adamkus, Lithua- 
nia’s president, has pledged 
to make the fight against 
bureaucracy one of the aims 
of his term in office. There 
are often too many layers of 
officials, he says. Also the 
mentality of older people has 
been shaped by their lives 
under communism. 

Business people say that 
life Is getting easier follow- 
ing the reforms of the recent 
years. Glntaras Rims ells, 
managing director of the 
Lithuanian subsidiary of 
Kraft Jacobs Suchard, a divi- 
sion of Philip Morris, the US 
tobacco and food group says 
his operation has seen a 
, remarkable transformation 
since the early 1900s. 

George Ortiz, a Belgian 
businessman who, -together 
-with his brothers Oliver and 
Nicolas, runs the 17-store IKI 
supermarket chain, agrees 
that life was much worse In 
the early 1990s. Then. IKTs 
competitors evaded tax so 
efficiently they could sell 
goods at less than the whole- 
sale prices at which IKI 
could legally make pur- 
chases from distributors. 
"We had enormous problems 
with the uneven playing 
field in the country,” Mr 
Ortiz says. “Things are not 
good but they are getting 
better." 


Nevertheless, the country 
has a long way to go. A key 
difficulty is that the pace of 
putting in place procedures 
does not keep speed with the 
enactment of laws in the 
Parliament. Mr Ortiz com- 
plains that confusion results. 
Sometimes laws have retro- 
active effects going back a 
month, six months or even a 
year before the date they are 
passed. 

' EU demands complicate 
life by adding to the govern- 
ment's burden. “I think the 
government is being badly 
advised -by-the EU.” says Mr 
Ortiz. 

Tax- law poses particular 
difficulties. Chris Butler, a 
senior manager at PriceWa- 
terhouseCoopers, the 
accountancy firm, says that 
while Lithuania’s corporate 
tax rate is a ttr ac t i ve ly low at 
29 per cent, there are restric- 
tions on many expenses, 
such as entertainment, 
which would be allowed in 
the west 

Land laws are also compli- 
cated. -foreign . companies 
are not allowed to- buy land 
but can lease It for up to 99 
years. However, securing 
leases is a complex process 
requiring permission from 
government officials, which 
can take a year. Even 
though purchases of non-ag- 
ricultural land are to be per- 
mitted under laws now being 
considered by the govern- 
ment, much of the red tape 
-may stay in place. ■ 

The -complications breed 
corruption. As one foreign 
businessman says: "We have 
always fought to protect the 
system. But there comes a 
time when you can’t fight 
for ever. There comes a time 
when you have to give a 
bit" 

The European Commis- 
sion. in a recent report on 
Lithuania's progress to EU 
accession, bears out many of 
the criticisms of bureau- 
cracy. "Efforts still need to 
be made In the fight against 
corruption. Although 
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otgmpinp - out corruption is 
one of the government’s 
highes t priorities, it remains 
to be seen whether the mea- 
sures rafcpn so far will be 
sufficient.” 

It urges that particular 
attention be paid to bank- 
ruptcy laws where proce- 
dures were, until recently, 
especially ineffective. By the 
mi/Mte of 1996 only 36 of 288 
cases filed under bankruptcy 
proceedings had been com- 
pleted. The commision hopes 
that a new law passed in 
October 1997 and not yet 
fully implemented will help. 
However, it says: “Lithua- 
nian laws are frequently 
fljnpnrtpri while the establish- 
ment of proper implementa- 
tion structures often lags 
behind.” 

The World Bank echoes 
some of the Commission’s 
criticisms. It urges the cre- 
ation of cleaner rules for the 
rights of accountants and of 
shareholders. It says too 
many manag ers, including 
those in private companies, 
do not work under the disci- 
plines of boosting profits, as 
in market economies. 
"Instead, they operate in an 
incentive framework condu- 
cive to unchecked misappro- 
priation or outright fraud.” 

Ministers say they are 
responding to complaints. 
Gediminas Vagnorius, the 
prime minister, invites com- 


panies with problems to . 
come to him- But that is ah 
option for bigger groups 
rather than the smatt fry. 

Moreover, reforms are 
under way. as both the Com- 
mission and the World Bank 
admit. For example, the gov- 
ernment is planning to unity 
the tax code to eliminate cor- 
poration tax altogether. Tax . 
will be paid only on the divi- 
dends leaving a company. 
Personal taxes will be sim- 
plified. There is also a pro- 
posal for subsuming wH tax 
rules into one legally-bind- 
ing code, to reduce the scope 
for arbitrary decision-mak- 
ing by tax Inspectors and so 
the opportunity for corrup- 
tion. JV 

Meanwhile, the govern V: 
meat is improving the qual- 
ity of judges and their train- 
ing. But overhauling the 
judiciary is a long-term task 
in any country, particularly 
one where resources are 
scarce. 

Business welcomes the 
progress but many execu- 
tives say that a fundamental 
change in attitude has still 
to come - away from the 
command structures of the 
past and towards market- 
friendly regulation. As Mr 
Rimselis says: “The govern- 
ment must know it’s impos- 
sible to be half pregnant If 
we are building free markets 
they cant be half free." 
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PROFILE 

KRAFT JACOBS SUCHARD 


Success never tasted before 


The difference Is like night 
and day," says Andy VDda, 
finance director of Kraft 
Jacobs Suchard Lithuania, 
the US-owned coffee, 
snacks and chocolate 
company; vWUctt Was one of 
the country's earliest foreign 
investors. 

Mr Vfkta was talking about 
the company's 
transformation from an 
inefficient state-owned 
enterprise into a modem 
market-oriented business, 
with more than 1,000 
employees and sales last 
year of nearly $70m. The 
company, a division of Kraft 
General Foods, which Is 
itself a si&sidiary of Philip 
Morris, the tobacco and 
food group, invested in 
Lithuania in 1993 when it 
bought control from the 
government of a sprawling 
confectionery manufacturer 
in toe industrial city of 
Kaunas. 

Kraft spent $15m 
acquiring and modernising 
the factory and developing 
new functions In the 
business, Including finance, 
sales and marketing, human 
resources and' information 
systems. Separately, Philip 
Morris has invested $60m in 
cigarette production and 
marketing In Lithuania. 

Kraft made full use of the 
Kaunas enterprise's existing 
assets, including the 
technical skills of the 
workforce, led by Glntaras 
Rimselis, who has been 
managing director for most 
of the 1990s. 

Kraft says Lithuania Is the 
only country in central and 
eastern Europe where the 
same executive has 
remained in charge through 
the modernisation process. 
Moreover, the Lithuanian 


arm is produefog managers 
who are winning promotion 
to other companies in the 
Philip Morris group. Five 
Lithuanians are working in 
international postings. 

Mr Rimselis says that the 
key to Ws -success has been 
toe support of his staff, who 
have backed him through 
disruptive changes, including 
job cuts. The plant employs 
roughly the same number of 
staff as before privatisation 
but today only dbout 700 
workers are permanent, with 
a further 300 on seasonal 
I contracts. This gives the 
company flexibility in 
i planning' production and 
' controlling costs but it 
Imposes new demands on 
the workforce. 

Altogether, productivity 
has risen threefold since 
privatisation with output 
rising from 6,000 tonnes of 
chocolate and confectionery 
in 1892 to 21,000 tonnes 
last year. Also, the company 
Imports Jacobs brand coffee 
from western Europe and 
EstreHa snacks from 
Scandinavia, though 
locally-made chocolate and 
confectionery accounts for 
more than half of sales. 
Kanina brand chocolate has < 
a market share of 50 per 
cent in Lithuania and Karuna ' 
confectionery 70 per cent 

Chocolate and 
confectionery has been hit 
hard by the Russian crisis, 
since Russia accounted for 
about half of exports of 
these products. Mr Rimselis 
says turnover this year wifi 
fall 15-20 per cent because 
of the sales lost in Russia 
and in Belarus. 

Mr VIkta says the 
company suffered two 
months of losses in August 
and September but is now 


1 seeing a slight recovery in 
sales and is no longer 
running at a loss because it 
has reduced the use of 
temporary workers. 

Mr Rimselis adds that 
piansfpr production 
Increases next year eijre 
being put on hold. 
Nevertheless, toe company 
has much to do developing 
the domestic market and 
sales to Latvia and Estonia. 
In the Baltic states, demand 
remains good, he says. 

Mr Rimselis and Mr Vikta 
both say that doing business 
In Lithuania Is getting easier 
year by year, though 


problems remain In dealing 
with bureaucracy. For 
example, customs officers 
Insist ail details on 
documents are completed 
perfectly. A small error can 
result in shipments being 
detained. Mr Rimselis says 
that while toe government 
understands the need for 
deregulation, the officials 
enforcing roles do not want 
to relinquish their power. A 
big company such as Kraft 
can cope with the extra cost 
but smaller companies find it 
very burdensome. 

Stefan Wagstyl 
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Treasure 
chest is 
waiting to 
be unlocked 

When international mining 
groups believe the time is right 
they will find the money to 
realise some of Africa’s wealth. 

Ken Gooding reports 


Mining represents one of 
Africa’s few real areas of 
progress. This is partly 
because miners have no 
alternative but to go where 
nature placed its rich min- 
eral deposits. 

Africa already provides 
most of the world's gold and 
gem diamonds as well as 
those more useful precious 
metals, platinum and palla- 
dium. 

Most of the world's cobalt, 
copper, chrome and ti tanium 
dioxide is also mined in 
Africa. 

There Is a great deal left. 

The US Bureau of Mines 
estimates that deposits in 
southern Africa alone hold 
nearly 90 per cent of the 
world's platinum and palla- 
dium. 85 per cent of the 
chromium. 75 per cent of the 
manganese, 50 per cent of 
the gold and 50 per cent of 
the vanadium. 

Until recently, however, 
these riches were not avail- 
able to the international 
mining companies which 
have the money and exper- 
tise to dig them out 

Since the end of the 1960s, 
however, change has been 
sweeping through the conti- 
nent 

From Algeria to Zim- 
babwe, more than 30 African 
countries have made sub- 


stantial changes to their 
mining codes in recent 
years. 

Governments that once 
treated international mfntng 
groups with deep suspicion 
have started competing for 
their favours. 

Many have watered down 
or abolished foreign owner- 
ship restrictions or punitive 
taxes that previously dis- 
couraged companies from 
exploring. 

Mining groups are also 
being invited to bid for state- 
owned mining assets. 

Governments in Africa, as 
elsewhere in the developing 
world, recognise that mining 
can play a vital role in 
improving a country's infra- 
structure. Road and rail 
links must often be estab- 
lished, water and power, pro- 
vided and the “human" 
infrastructure improved 
through the provision of 
medical and educational 
facilities. 

Moreover, because the 
credit rating of large foreign 
mining companies is often 
higher than that of the host 
government, they may be 
able to provide this Infra- 
structure mare cheaply than 
can the public authorities. 

However, despite these 
benefits, there is stiH a ten- 
dency for some African gov- 



ernments to treat mining by 
foreign companies differ- 
ently from other industrial 
activities, says Ian Emsley. 
an economist with Anglo 
American Corporation who 
has studied long-term min- 
ing and development In 
Africa. 

Some African govern- 
ments stQl treat mining as a 
special case because they 
retain the perception that 
mining involves the plunder 
of the country's patrimony 
and creates little wealth for 
the government or employ- 
meat for the population. 

Mr Emsley argues, how- 
ever, that over the next 10 
years or-so mining probably 
holds the best hope for Afri- 
can Industrialisation and 
prosperity. 

There are the obvious ben- 
efits of foreign exchange 
earnings, tax revenue and 
employment as well as those 
involving the development 
of infrastructure. 

Mining groups have to 



bear in mind that not only 
do they have the challenge 
of digging out are in remote 
areas, they are involved in 
an activity subject to politi- 
cal risks. 

Construction of a mine 
usually involves a heavy 
commitment of capital and 
very long lead times before 
any reasonable financial 
retur n can be generated. So 
foreign mining groups will 
go ahead with large-scale 
projects only if they have 
reasonable confidence that a 
government's attitude 
towards inward investment 
is likely to be main- 
tained. 

That confidence has been 
creeping back. Whereas dur- 
ing the 1970s and 1980s 
scarcely a dollar was spent 
in Africa on mining explora- 
tion, spending has acceler- 
ated rapidly in the 1990s. 

This year, Africa has 
drawn level with Australia 
in second place in the non- 
ferrous exploration league 


table - Latin America 
remains the most favoured 
region. According to the 
Metals Economics Group, a 
Canadian consultancy, 
exploration spending allo- 
cated this year for Africa is 
$493. 4m. This represents 17.4 
per cent of the $3£bn that 
mining groups will spend 
worldwide. 

Low commodity prices 
have forced mining compa- 
nies to cut exploration bud- 
gets, so the global total will 
be down 31 per cent from 
$5.1bn in 1997, MEG predicts. 
Spending in Africa is also 
failing from $662.6m last 
year. 

Nevertheless, MEG says 
that Africa is making the 
biggest advance in its per- 
centage of the total because 
that 17.4 per cent compares 
with 1&5 per cent last year. 

Mining companies have 
also shifted their targets 
within the African region. 
There la a massive cut in 
exploration spending in 


South Africa, for example, 
because mining companies 
there have been concentrat- 
ing mainly on restructuring 
and it bas not been clear 
until recently bow the gov- 
ernment's new minerals pol- 
icy would pan out 

No sector has changed 
more than South Africa's 
gold mining industry. 

Two years ago the indus- 
try consisted of six mining 
bouses holding management 
control over 32 operating 
mines. 

By the middle of this year 
the industry had reorganised 
and now consists of Anglo- 
gold, Avgold, Gold Fields, 
JCT Gold, Harmony, Durban 
Deep and a number of 
smaller operations. These 
companies are mainly 100 
per cent owners of their 
operating mines. 

South African gold compa- 
nies are now more intent on 
exploring elsewhere In 
Africa and other parts of the 
world in a quest to become 


global mining groups. 

MEG'S statistics show 
exploration spending in 
South Africa this year will 
fall from $120.5m to only 
$4.6m and the republic’s 
share of the total African 
cake will be down from 20 to 
10 per cent. 

At the same time, Tanza- 
nia has replaced Ghana in 
second place in the African 
exploration league. Spending 
there this year will be 
357.7m, or 13.2 par cent of 
the African total, compared 
with $59 .3m or 9.8 per cent in 
1997. Spending in Ghana last 
year was $75.1m, for a 12A 
per cent share, against this 
year's $4S.6m or 11.1 per 
cent. 

Much of the money being 
Spent in Africa is being used 
to search for gold which, 
once found, can usually be 
easily extracted and quickly 
sold. 

A survey of planned capi- 
tal expenditure, as distinct 
from exploration spending. 


of mining groups conducted 
last year by Mining Journal 
using its Metallica 2000 data* 
base, showed that In Africa 
it had Jumped by 36 per cent 
since 1996 to $4.46biL Some 
S!,95bn of the latest total 
was for gold projects and 
$1.43bn for copper. 

Not so long ago Africa was 
the world's prime source of 
copper. If the so-called Afri- 
can copper belt Is to regain 
something like its former 
Importance, the privatisation 
of Zambia Consolidated Cop- 
per Mines needs to progress 
more smoothly than it bas 
so for and stability must 
return to the Democratic 
Republic of Congo. 

The copper belt's main 
undeveloped resource Is 
Konkola Deep, which has the 
potential to produce 340,000 
tonnes a year of copper, 
roughly 3.5 per cent of 
today’s western world mined 
output and more than the 
present production from the 
whole of the capper belt. 

The cost of developing this 
resource could be as high os 
$8Q0m. On top of this, some 
estimates put the cost of 
bringing the existing ZCCM 
operations up to modern 
standards at S2bn. 

At present, capital far min- 
ing projects and exploration 
is bard to come by. The 
Bre-X scandal last year 
- when claims by this small 
Canadian company that it 
bad found the world’s big- 
gest gold deposit in Indon- 
esia proved to be be a gigan- 
tic fraud -made it difficult 
for other small and medium- 
sized mining organisations 
to raise fresh capital 

This year, the collapse In 
commodity prices to levels 
not seen since the 1930s 
recession, and the resulting 
impact on share prices, is 
giving even big mining 
groups problems. 

These are relatively 
short-term difficulties, how- 
ever, and do not alter the 
fact that Africa bas a mouth- 
watering treasure chest of 
minerals waiting to be 
unlocked. When mining 
groups believe the time is 
right, they will find the 
money to try to cla im some 
of that wealth. 
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The unhopdling of the JCI group has created two new. gold' • 
businesses, each with a distinctive' profile but both equipped 
to prosper in the profoundly changed markets of the new 
millennium . , .... 

Western Areas has the potential to build itself into one of the 
great global gold mining companies. Its strategy is simple: it 
mil use its existing ordbody - generally acknowledged as one 
of the finest in die world - as the 1 foundation for carefully 
considered growth, firstly on lease and then through the 
acquisition of assets of comparable quality elsewhere. 

Randfbmcin Estates is a laige-voIume,hi^leyerage operation. 
Its strategy is to use its specialised mining and processing 
•skills, its highly efficient infrastructure and the proximity of 
abundant resources to consolidate its regional dominance. 

Both strategics ate designed not only to unlock the lull value 
of these companies’ physical assets, but also the potential of 
-their human resources, thus improving margins by »<ir>g 
enhanced productivity to reduce the cost of production. And 
'both, of course, have a single, overriding objective: sustaining 
tbe delivery of steadily improving returns to their shareholders. 
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CANADIAN INVESTORS by Scott Morrison in Toronto 


Sombre mood oF investors hits junior mining groups 


Small groups attempting to develop projects in Africa have been forced to rely on private placements for their financing needs 


Nevsun Resources, > a 
Canadian exploration grdup, 
estimates it will need" to 
raise $75m to developMts 
Tabakoto gold project In 
Mali. 

With anticipated annual 
production of about I40to00 
ounces at a cost of $175 an 
ounce, Tabakoto last year 
would probably have 
attracted strong Interest 
from the investment commu- 
nity in Canada. But Nevsun 
is keenly aware that few 
investors these days are will- 
ing to take risks on junior 
mining ventures. 

Canada's juniors hade had 
difficulty tapping capital 
markets ever since the Bre-X! 
Minerals fraud seared' Inves- 1 
tors in mid- 1997. Hie bang* 
over from the scandal wa s 
still painfully fresh when 
“Asian Qu" sent commodi- 
ties prices into a tailspin and 
the mining industry into cri- 
sis mode. 

The sombre mood among 
investors has impacted on 
many Canadian junior min- 
ing groups- attempting to 
develop projects in- Africa, a - 
region in which Canada-' s 
exploration companies play 


a prominent rale. 

'The health of the Vancou- 
ver stock exchange is a key 
indicator of the state of the 
junior mining industry in 

flan aria Home to more than 

600 mining groups, almost SO 
of which are active in Africa, 
ihe exchange's key indexhas 
fallen from 1.466 points in 
1996 to about 400. 

• Dozens of exploration 
■* groups listed on the VSE are 
'.believed to have gone Into 

" hibernation to await the end 
' of the present market 

The industry slump has 
■ affected exploration world- 
■'* wide and Africa has not been 
exempt Metals Economics 
Group (MEG) in Canada sug- 
gests that non-ferrous metals 
exploration expenditure by 
Canadian junior mining 
groups in Africa will fall 
from about 8220m in 1997 to 
an estimated S150 hl African 
exploration budgets for Can- 
ada's leading mining groups 
are expected to drop to $l4m 
this year from 920m in 1997. 

David Cox, of MEG, says 
all mining groups have 
; scaled back on grassroots 
exploration in order to focus 
on drilling at sites already. 


known to have potential. 
With funds in light supply, 

many email giSrnrpg am h alwp 

squeaked by the minimum 
exploration •< expenditure 
requirements placed on the 
property rights they hold. 

“It is a delicate balance 
between providing the best 
value to our .shareholders 
and maintaining ownership 
of good quality grassroots 
properties," says John 
Clarke, chief, .executive of 
Nevsun, which has four 
other properties on the con- 
tinent. 

In Africa, more advanced 
projects also face a financing 
crunch, particularly given 
the corruption and turmoil 
that plague many of the con- 
tinent's natio ns. 

'Political unrest in the 
Democratic Republic of 
Congo has forced Tenke, the 
Canadian mining group, to 
postpone development of its 
$450m - Tenke Fungurume 
i copper -cobalt project. And 
events such- as the early 
November rebel raid on the 
DiamondWorks mine in 
Angola, which left a number 
of mine workers dead, will 
only, contribute to the per- 



Angota tfiamond mine: rebel raids and fighting contribute to the 
perception that the contin en t is ireafe A P 


ception that the continent Is 
unsafe. 

“Africa Is becoming an 
increasingly undesirable 
place to Invest,” says Art 
Ettlinger. of Yorkton Securi- 
ties. . » 

Senior producers have 
largely overcome that situa- 
tion by funding printing cap. 
tial projects through debt 
financing, but juniors do not 
have that luxury. 

With small Investors as 
well as large institutional 


investors still skittish after 
Bre-X and other mining 
scandals, the juniors have 
been forced to rely on pri- 
vate placements for about 
three-quarters of their finan- 
cing needs, says Gamah. 
International, a Canadian 
group tracking mining group 
financing. 

Industry sources say many 
private placements involve 
insiders and investors (dose 
to the company. 

Sutton Resources is hop- 


ing European financial- insti- 
tutions will prove .more 
receptive to its. proposal 
than were their North ;Amer- 
lcan counterparts, V 

The gmaft Canadian com- 
pany has held discussions 

with several European banks 

it hopes will finance its 
$2llm Bulyanhulu project in 
Tanzania, one of the largest 
gold deposits In . eastern 
Africa with proven and prob- 
able reserves of 3.75m 
ounces. 

Sutton has already been 
forced to delay development 
because it cannot generate 
Interest in capital markets 
and among North American 
banks, which are cautious 
about backing a new devel- 
opment in Africa by a junior 
with no -current production. 

“North American banks 
stay away from Africa,” says 
Sutton spokesman Patrick 
Soares. "They are not as 
familiar with Africa as are 
European institutions.” 

Indeed, investors in Can- 
ada threw days appear much 
more excited by events 
unfolding in Latin America 
and the Canadian north. 
Argentina Gold has attracted 


much interest over its Velad* 
era joint venture in Argen- 
tina, which has inferred 
resources of 2.4m ounces of 
gold and 75m ounces of sil- 
ver. 

Argentina Gold, which 
holds a 60 per cent stake in 
Veladero, recently dosed a 
CJ5m private placement 
- with Newmont Mining, the 
US producer. 

The opening of Canada's 
first diamond mine and the 
potential for other discov- 
eries have also captured the 
imagination of investors. 

-There is still speculative 
money flowing around out 
there,” said an analyst in 
Vancouver. “But you really 
need a project that grabs the 
market's attention, and 
there are very few stories 
right now.” 

Given the pessimism of 
the market, it is perhaps sur- 
prising the industry has not 
seen more consolidation, 
with seniors taking over 
junior groups that have 
quality properties but few 
resources. 

Ashanti Goldfields of 
Ghana has paid 9135m for 
Sam ax Gold, a Canadian 


company. -The deal ‘ will-, 
enable the two. companies?: 
adjoining properties 
Geita district of Tanzania to 
be developed into one of. 
Africa's biggest gold mines, 
producing about 400,000 
ounces annually at a cash - 
cost of S180 an ounce. 

But Ashanti’s deal is the 
exception rather than the 
rule. One Industry source 
suggests that the senior 
companies have been so 
Reused on cost-cutting that 
they have not been able to- 
take advantage of low junior 
share prices. 

While some mining execu- 
tives hope the financing 
crunch could ease within six 
months, most in the Cana- 
dian mining community, are - 
not optimistic about the 
immediate prospects for 
junior mining groups active 
in Africa. 

They agree that commodi- 
ties prices must rise and the 
level of political instability 
must subside before inves- 
tors feel comfortable enoogh 
to back African ventures. 
However, not many are will- 
ing to guess when that 
might be. 



ZAMBIA by Tony Hawkins in Harare 


Anglo deal will dig mines out of crisis — at a price 


Procrastination on- privatisation will cost PresidentyChiluba and his country dear 

literally billions of dollars of' might have been met 


With real copper prices at a 
60-year low, Zambia's cop- 
per-dependent economy is in 
crisis. But the steep fall in 
the copper price from 133 
cents a lb in 1995 to 70c 
recently is only part of the 
story. , 

The bulk of the damage 
has been self-inflicted - ini- 
tially because copper-mining 
nationalisation in 1972 
turned into a disaster, evi- 
dent in the industry's cur- 
rent state of disrepair, its 
loss of skills , high produc- 
tion costs and low levels of 
investment. The exceptions 
are in some of the recently 
privatised minrei 
The decision to privatise 
held out the prospect of a 
rejuvenated industry with 


new capita] and a number of 
new investors. 

But such has been the gov- 
ernment's preoccupation 
with unbundling the Tningfr 
- reflecting residual hostility 
towards, or fear of, SoufH 
Africa's Anglo American 
Corporation - and with sec- 
uring higher prices for the 
mines than potential buyers 
were willing to pay, espe- 
cially once copper prices 
retreated and the industry 
outlook darkened, that pri- 
vatisation may not yield all 
the hoped-for benefits. 

Ironically, had privatisa- 
tion been driven faster - and 
by different people -many 
more of the grand alms of 
the original programme 


At one stage, the list of 
p re-qualified potential buy- 
ers read like a roll-call of 
leading mining multination- 
als. Anglo American was 
there*. of course, along with 
South Africa's Gencor and 
Anglo vaal; Noranda and 
Falconbridge from Canada. 
BHP and WMC from Austra- 
lia and Phelps Dodge of the 
US, along with Britain's 
Commonwealth Develop- 
ment Corporation as part of 
the Kafue Consortium bid- 
ding for Zambia's two lead- 
ing producers, Nchanga and 
Nkana. 

Over time, as Zambian 
negotiators dragged their 
heels and buyers began to 
have second thoughts over 


the depth of President Fred- 
eric Chilaba’s co mmi tment 
to a liberalised, market- 
driven economy, so the list 
shortened. 

One by one the big names 
dropped out, culminating in 
this year's collapse of the 
Kafue Consortium bid 
(Av min. Phelps Dodge, Nor- 
anda and CDC) for Nchanga 
and Nkana mines — the Cop- 
perbelfs two main produc- 
ers. currently accounting for 
more than half of total pro- 
duction. 

Ironically, the strategy 
that would have reduced 
Anglo American’s stake In 
tiie Copperbelt might now 
result in Anglo having con- 
trol of Nchanga, Nkana, the 
Chingola Ore Refractory and 
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Nampundwe min e as well as 
the planned 9900m Konkola 
Deep mine to be developed 
from 2000 onwards. 

Not only that, but if cur- 
rent negotiations, between 
Anglo and the government 
succeed, Anglo will take 
over the mines next March. 

But that will only be after 
Mr Chi tuba’s government, 
through ZCCM. has picked 
up all the political pain of 
substantial retrenchments, 
along with the huge embar- 
rassment of almost certainly 
accepting a much less 
favourable deal than was on 
offer from Kafue Consortium 
a year ago. 

That package was valued 
at about $700m a year ago. 
but Anglo is reportedly 
likely to pay very little for 
the mines, although it will 
commit itself to investing 
9320m in 1999 to keep the 
mines afloat 

Anglo would also relin- 
quish its rights to Mufulira 
mine smelter and refinery 
which would he taken oyer, 
by London-based Reunion, 
reportedly for 917m. 

If all goes to plan -on a 
number of occasions over 
the past two years, politics 
Intervened when agreements 
seemed to have been sewn 



CftButa: buyers had doubts 
about the depth of his 
com mi tment to a RbenaEsad, 
market-driven economy AP 

up - these deals would dose 
the long-running copper pri- 
vatisation saga. 

' In the process though, 
Zambia would have secured 
less for the win« than it 
would have done had it 
moved more decisively and 
the state-owned company 
that wfll take-over Zambia 
Consolidated Copper Mines' 
assets and. liabilities will 
hold a debt of more than 
9500m, which the govern- 
ment hopes the World 


Bank wDl finance. 

On the positive side, the 
way will be open for the 
revamping of the copper 
industry. Output has more 
than halved since its heyday 
of the Z970s when output 
exceeded 700,000 tonnes, to 
an estimated 290,000 tonnes 
this year. 

Massive investment will 
be needed, not just by Anglo 
but by all the other, mainly 
mining juniors, to stabilise 
production. 

What remains of Zambia's 
manufacturing base on the 
Copperbelt, which has “been 
starved of orders and, even 
when it supplies goods , and 
services, of payments by the 
cash-strapped paras tatal, 
ZCCM, wifi come back tq 
life. 

A determined effort will be 
made to turn round a situa- 
tion where the mines are 
currently losing between 
$lm an d 92m daily. 

Accordingly, privatisation 
will not be a quick fix, espe- 
cially with the copper indus- 
try internationally in the 
doldrums and likely to 
remain so for at least 
another year. Copper 
exports - projected at $520m 
this year, 40 per cent down 
on- 1995 - are unlikely to 


CDC -MAJOR INVESTOR IN AFRICA 

This announcement appears as a matter of record only 


Ghana 


M^jr 1997 



ABOSSO GOLDFIELDS LTD 

to facilitate the development of the 
Damang Gold Mine. Ghana 


US$20, 000,000 

senior and subordinated loan facilities 


Tanzania 


November 1997 



EAST AFRICAN GOLD 
MINES LTD 

to facilitate additional exploration on the 
company's exploration properties, Tanzania 


US$3, 1 68,000 

equity 


Ghana 


May 1996 



Mozambique 


AllgUSl 1999 


SATELLITE GOLDFIELDS 

to facilitate the development of the 
Wassa Gold Mine. Ghana 


A I 

ynozv4L 

MOZAL S.A.R.L. 

to facilitate the development of the 
Moral Aluminium Smelter, Mozambique 

B) 


US$15,000,000 

subordinated loan facility 


US$55,000,000 

senior and subordinated loan facilities 


investing IN MINERALS, OIL & GAS equitx 


MEZZANINE, DEBT 


CDC. One Bessborough Gardens. London swi v ZKJ. 

Telephone; 01 71 OntemMlMBI +44171) 828 4488. F4&017.1 (International +44171) B2B 6505 Web- httptfwwwmtco.vk 


r PURCHASING AND LOGISTICS 
FOR THE MINING INDUSTRY 
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BRANCH MINERALS 

has acquired a prime portfolio of gold mineral properties 
m Tanzania, Uganda, Angola and Sierra Leone. 

Branch is now considering working with a suitably • 
qualified business partners) to realise the ■ 
uiU potential of the properties. 
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recover significantly until 
2000. 

The mining industry's share 
of gross domestic product 
has halved in the past few 
years, employment will fall 
substantially from more 
than 60,000 in the early 1990s 
to about 35,000 as redundan- 
cies take effect 

Restructuring and attract- 
ing new investors and skills 
will be made no easier by 
regional geopolitical ten- 
sions - the civil war next 
door in the Democratic 
Republic of Congo and the 
fears of resumed fighting in 
neighbouring Angola. 

Management will have to 
manage much more than the 

minres including high infla- 
tion, a weak currency, ag 
run-down infrastructure, a" 
demoralised workforce, a 
serious Aids crisis, and a 
severe shortage of skills. It 
will necessitate bringing in 
expatriates with all the 
potential tensions that 
involves. 

Rich pickings there may 
be in the medium-term for 
Zambia's intrepid new - and 
in Anglo’s case -old Inves- 
tors. But they will need 
strong nerves and deep pock- 
ets to survive the bum^y 
times that lie ahead. 








- "Wt 
-,r. 

"Vi: * 

‘ ; *W 

■* 

VJk 

r*< 

- . -Jit i 

■r - ;* 


* 


-a MlHiMf, 


9 



- JU*f 

7 

- «* 

- -**r 


I > <n a * : 






.V3EV*. ' 

■| JSS- 

+uat- 

•• 

'. C 
' - 

- ■. tift. 

- * 

• re ^ 

- -r*. 

~ «■ •• 

r 

- 

T 

■ 

•' A H 


nm: 

- jLftmrf- 

■"•MB 


v - 

'a 


O 


&■ 





* 

v+rfl' ' 

ii _r., 

;■ r'*-*v*!** 

“ 

• V-‘ ”’M • 

■ ■■ 4 '. 






j. 


v 









Ill 


« 


WEDNESDAY NOVEMBER 25 199$ 



t > 


i 


&** * .*• cobaft Productfon fine at the Processing pfant in LOcasi, Reptfcflc of Congo Mfchata Wrong 

DEMOCRATIC REPUBLIC OF CONG O by Mark Turner in Nairobi 

A<_ 

Rebellion casts shadow 
over nation’s riches 


* ‘ 1 


; 1 \ 


In spite of a 
growing list of 
discontented 
investors, 

companies believe 
the rewards justify 
the risks 

The Democratic Republic of 
Congo’s vast natural 
resources are once again at 
the centre of a spiralling 
web of political and eco- 
nomic intrigue as the coun- 
try’s beleaguered President 
Laurent Kabila tries to stop 
the mineral-rich south fall- 
ing Into the bands of the 
country's- advancing eastern 
rebellion. 

As Rwandan- and Ugan- 
dan-bached rebels draw ever 
closer to the country's cop- 
per- and diamond-rich south, 
investors feced 1 with the 
prospect of a second change 
of regime in as many years 
are in a state of profound 
uncertainty. 

An increasingly autocratic 
and unpredictable Mr Kabila 
IS- offering little solace to 
companies which need 
long-term stability and 
transparency in order to 
operate effectively, espe- 
cially given his political vul- 
Mgiility. • 

T^rhe mining companies 
aft growing less than cer- 
tain that Mr Kabila will be 
to charge a year from now," 
says John Clemmow of 
Investec Securities in Lon- 
don. 
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Laurent Ksb&a: offering fittto 
solace to companies which 
need long-term stability 

On the other side of the 
coin, once-bitten investors 
are also shy of throwing in 
their lot with a rebellion 
that few companies trust 
despite its promises to end 
Kabila-style corruption. 

"We are being very careful 
to deal through the approved 
authorities and recognised 
channels." says Glenn Finne- 
gan. of Anglo American, 
which recently teamed up 
with America Mineral Fields 
to develop the Kolwezi cop- 
per-cobalt tailings project 
- “In the event that there is 
a' change of government, 
party or leadership, one Has 
tb be able to substantiate 
one's claims. The only way 
to do that is to have dealt in 
^an absolutely straight man- 
ner." 

■' Adding to the confusion, 
state mining company Geca- 
tnines is reputed to have 
made a spate of shady deals 
with ' Zimba bwean business- 
men, widely seen as a pay-off 
by a desperate Mr Kabila in 

return for Zimbabwe's sup- 
port against the rebellion. 

Speculation was Increased 
with the recent appointment 
of Billy Rautenbach. a Zim- 
babwean, as Geca mines’ 
chairman, although he 
denies thuf the decision, and 
the award of a mine rehabili- 
tation pact to his company 
RitigepoiMe In September, 
had anyffitng to do with the 
war. • : 

■“We have been mining up 
tber? since October, 1997. 
. Kid we have had good suo- 
©cesses With our operation. I 

Was asked If I would like to 
assist in the Gecaraincs oper- 
ation. That's really how tt 
happened," said Mr Rautcn- 
bach. 

.,-Itts all a far ay the 
euphoria of just ono year ago 

after" Mr Kabila swept Mob- 
utu'Scse Seko. the Zairean 
dictator, from power and 


promised a much-wanted 
end to the country's ram- 
pant corruption. 

Shortly after the takeover, 
Kambale Mututulo, Mr Kabi- 
la's minister for mines, - 
called for a "massive injec- 
tion of investment" and 
started talks with foreign 
companies. 

Among the enthusiastic 
beneficiaries was Banro 
Resources, a Canadian gold 
prospecting company which, 
through Congolese subsid- 
iary Sakima. attained the 
title to more than 10,000 sq 
km in the east of the country 
and predicted it would estab- 
lish two mines with an 
annual production of more 
than 300,000 ounces. 

This July, however, the 
Congo government dissolved 
Sakima and handed over the 
titles to a Congolese group, 
sending shockwaves 
throughout the mining com- 
munity - and causing Ban- 
ro ’s share price to fell by 80 
per cent 

The Kolwezi copper-cobalt 
tailings project was also the 
cause of controversy last 
year when Mr Kahfla took 
away America Mineral 
Fields' sole right to the proj- 
ect, granted under Mr Mob- 
utu's tenure r and gave half 
to Anglo American. The 
resultant 'rancobr- was only 
ended this year when the 
two companies agreed on a 
50-50 joint venture. . 

Adding to the list of dis- 
contented Investors, a deci- 
sion by Mr Kabila to grant 
Russell Resources gold min- 
ing concessions in the 
north-east 'pitched him into 
conflict • with Ghana's 
Ashanti Goldfields, which 
said it had a prior claim. 

Nonetheless, the enormous 
potential offered by Congo 
remains a mouthwatering 
prize, with many long-estab- 
lished mining companies 
still active in the region. 

In its heyday. Congo was 
the world's sixth-biggest cop- 
per producer, with 500.000 
tonnes a year, and a huge 
cobalt producer with an 
annual output of 40,000 
tonnes. Although the mines 
are now running at less than 
10 per cent of capacity, 
bopes remain that with well- 
directed investment they 
could regain their former 
glory. 

“Everyone knows the pos- 
sibilities in the Congo are 
huge." says Paul de Backer, 
of Union Mini&re. which 
together with Gecamines 
and Forrest runs a small 
copper joint venture at Kaso- 
mok and has a 20 per cent 
stake in the Miba diamo n d 
mine at Mbuji-Mayi "All we 
say is that to attract more 
investment we need a more 
stable situation-” 

Even now. Anglo Ameri- 
can and America Mineral 
Fields say they are on the 
point of announcing an 
agreement on .Kolwezi tail- 
ings, after which they will 
begin a feasibility study. 
Kolwezi Group West, a 

huge consortium with Anglo 
American and China Non- 
ferrous Metals as lead part- 
ners. Is also still in talks 

with the government, while 
South Africa's Iscor recently 
announced it had a green 
light to rehabilitate the 
Kamoto copper-cobalt mine. 

“It is planned to build 
annual production up to at 
least 2m tons within threeto 
four years, to yield approxi- 
mately 70,000 tons of copper 
and 5.000 tons of cobalt 
annually." the company said 
last month. 

TOnKe Frmgurume s large- 
scale operation 175kmnorth 
of the southern capital Lub- 
umbashi, rated as the coun- 
try's ‘'star project" by Lon- . 
deal A fining Journal. Anvil i 
Mining's $33m copper-silver ■ 
project in DikuJushi and 
International 
Resources’ $270m Kakawto 
copper-cobalt prcdec* are all 
further examples 
nies which judge that the 
huge rewards justify the »n- 
slderabte risk. ■ 1 

Nevertheless, it is notable I 


that hardly any are willing 
to go too far into details 
about their dealings with the 
Kabila government, and 
. quickly play down rumours 
of large pay-offs. 

“You understand our situ- 
ation - 1 can't really say 
very much,” said one reluc- 
tant ramrnpntntor 
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SOUTH AFRICAN MINERAL RIGHTS by Victor Mallet in Johannesburg 


Mining groups must ‘use it or lose it’ 


Plans to encourage development of resources may take a long time to implement 


South Africa’s big minin g 
companies, worried by weak 
commodity prices on world 
markets, must now tackle a 
new and sensitive problem 
at home. 

The government plans to 
transfer mineral rights from 
the private sector to the 
state - applying a "use it or 
lose it" rule to promote 
development of mineral 
resources. • - 

The outlook is not as bad 

for the mining groups as it 
might have been. Before the 
African National Congress 
came to power in 1994, offi- 
cials often spoke of t ha need 
to nationalise or dismember 
the capitalist mining houses 
which had profited from 
decades of white minority 
rule and apartheid legisla- 
tion. 

Today, the ANC leadership 
has embraced free market 
orthodoxy and accepted the 
importance of a strong pri- 
vate sector, especially in an 
industry so vital to the 
South African economy. 

According to the Chamber 
of Mines, primary mineral 
exports accounted for more 
than 37 per cent of the coun- 
try's merchandise exports in 

1997. 

Mines employ more than 


500,000 people - about a 
tenth of the noaagricuftural 
workforce - and last year 
contributed 7.8 per cent of 
gross domestic product, ris- 
ing to 15 per rent if indirect 
multiplier effects are 
InrlnHad 

The government insists it 
does not want to disrupt the 
mining industry, but it is 
also determined to vest min- 
eral rights in the state so 
that black-owned companies 
-and enterprising foreign 
investors - can be given a 
chance to exploit South 
Africa's plentiful minerals. 

At present about two- 
thirds of mineral rights are 
privately owned, and one 
third belongs to the state. 

Penuell MaHnna minerals 
and energy minister, last 
month anticipated protests 
from mining companies that 
their ownership of land and 
the mineral rights beneath it 
is protected by the country’s 
new constitution. He accepts 
that these rights are consti- 
tutionally protected. 

But be says: "The histori- 
cal exclusion of the black 
majority from land owner- 
ship automatically translates 
into the harsh reality that 
the two-thirds of private 
ownership of mineral rights 


where exploration and min- 
ing are taking place, as is 
the situation today, rests 
mainly in the h^nds of the 
white minority - with some 
exceptions, of course, with 
regard to tribal land. 

"This is politically, 
socially and economically 
unacceptable to us as a gov- 
ernment.” 

Mr Maduna, speaking at 
the launch of the govern- 
ment's consultative policy 
document on mining, says 
the government will intro- 
duce legislation some time 
after the general election in 
the middle of next year. 

smith African wh'fag com- 
pany executives are reacting 
- in public, at least - with 
extreme caution as they 
embark on months of deli- 
cate negotiations with the 
government. 

The C h amber of Minus i«k 
accepted that minerals are a 
"national asset" hpinnp in p to 
"all the people of South 
Africa". But the companies 
are anxious about the min- 
ing regime that win emerge 
and privately express con- 
cern about what the new 
rules win be and how they 
will be Implemented. 

Deep gold mines, which 
require billions of rands of 


investment to develop,' are 
thought to be least at risk 
from the proposed new pol- 
icy. 

But other m S neral 
reserves, such as scattered 
deposits of shallow coal, 
could more easily be trans- 
ferred to small, black-owned 

mining c ompanie s with little 
capital 

Mining companies argue 
that they need absolute secu- 
rity of tenure to make 
long-term Investment deci- 
sions that win be profitable 
for them and for South 
Africa. Sometimes mineral 
assets must be held unused 
for years, even decades, until 
efficient processing technol- 
ogy is developed or the mar- 
ket price of the end-product 
flavours exploitation. 

Mr Maduna and the gov- 
ernment have gone out of 
their way to reassure the 
mining industry that they 
have no Intention of nation- 
alising mines, although they 
will not give up their aim of 
opening up South Africa's 
abundant but tightly held 
mineral resources to more 
foreign Investors and black 
"empow er ment” groups. 

"While we want to prevent 
hoarding of mineral rights 
and sterilisation of mineral 


resources, there must be no 
doubt that security of tenure 
will be guaranteed,” Mr 

Mariiin.t says. 

"We do not want the 
industry to operate undo 1 a 
cloud of uncertainty. They 
must know that current 
operations and bona fide 
intended operations will be 
allowed to continue and will 
not be tampered with by 
government." 

Although details of the 
government's intentions are 
still vague. It says it will 
introduce transitional 
arrangements before giving 
the state full control of min- 
eral assets. 

Mining companies will be 
able to license existing and 
intended operations, but the 
licences will be for specified 
periods and include "annual 
minimum work and invest- 
ment requirements" to dis- 
courage unproductive reten- 
tion of rights. 

Perhaps the best news for 
the mining Industry Is that 
it could take two decades for 
the state to gain foil owner- 
ship of the country's mineral 
rights. 

"We need a clear 90-year 
period to steer this whole big 
elephant in the right direc- 
tion," Mr Maduna said. 


Realising Africa’s 

MINERAL WEALTH. 



"The results of our exploration programme and presence since 1994 in 12 sub-Scharan countries demonstrate dearly 
that Africa has the potential to produce world class mines like those that have been, so important to the development of 
Southern Africa. 

Our most significant achievement to date is the Sadiola Hill gold mine in Mali which has continued to exceed our 
expectations in respect of lower cash costs, increased plant capacity, improved metallurgical recovery and social 
integration into the region. 

The Nyamulilima Hill prospect in Tanzania is likely to be one of several new gold mines the country may see over the 
next few years. And, with the extension of reserves at the Kobanga nickel deposit, we have in mind an underground 
mine producing over 100 000 ions of concentrate per year containing nickel, cobalt and copper. 

in the Democratic Republic of Congo, our commitment as a significant and long-term operator in Africa is demonstrated 
dearly by our partiapation in a consortium to rehabilitate the Kolwezi Group West project, the recent agreement with 
American Mineral Fields over the Kolwezi tailings project and in Anglogold's important joint venture with Barrick Gold. 

Our strategy in Africa is to become a significant producer of base metals and, through Anglogold, of gold, taking care 
to ensure that each project is sufficiently low on the cost curve to weather the volatility of the commodity markets and to 
produce attractive returns. 

In developing such projects Anglo hopes to contribute, as it has throughout its history, to the development of ihe wider 
continent, its economies and peoples as they aspire to a better future in the twenty first century." 

Julian Ogiktie Thompson. 
Excerpted from the Chairman s Statement, 1998. 
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■ PROFILE 
GOLD FIELDS 


RMB RESOURCES 


A dlvitioa of bud Merchant Bank 


RMB Resources is a specialist division of Rand Merchant Bank, focussing on (be coming 
and oil and gas industries of sub Saharan Africa. The services provided by RMB 
Resources include the provision of advice in relation to mergers, acquisitions and 
divestments, project financing and die provision of debt and equity capital 

RMB Resources has a longstanding track record in Africa through its Johannesburg office. 
In 1996 offices were opened in Sydney and Melbourne, and in 1998 representation was 
established in London. As a result of this expansion, RMB Resources is looking to appoint 
a suitably qualified and experienced person who is a high achiever, who has an interest in 
the resources sectors in Africa, and who is prepared to work bard in developing a 
successful career in corporate finance. The position is based in London. 


Yielding better 
profit margins 

The world's second-biggest gold producer 
is reaping the dividends of a massive 
rationalisation exercise 


Candidates will have: 

• A first class undergraduate degree • Proficiency in computer aided 

in geoiogy or mining engineering financial analysis and report 

and preferably* post graduate preparation, 

qualifications in Finance, Business * Strong communication skills, the 

or Mineral Economics. Individuals ability 10 work well under pressure and 

with a finance degree and relevant a commitment to the growth and 

experience in the resources sector success qf RMB Resources. 

aKalM'ncmrastdnapply. . ExperUn „ „ orli . g witkln ,*« 

• J- J years experience with a mining countries of sub Saharan Africa would 

company, stockbroker or investment ato, be an advantage. 

bank . 

A competitive salary and eligibility for bonus are offered, together with the 
opportunities for advancement within this strong team culture. 

Applicants should send their curriculum vitae with covering letter to: 

Robert Gray, c/o RMB International Limited, 

3rd Floor, 21 Upper Brook Street. London W1Y 1FD. 

Fax: 0171 491 9930 or email: robertg@rmbi.co.uk 

Applications close: Friday 11 December 1998. 


Gold Fields Ltd, the new 
South African mining 
company that brings 
together the gold interests of 
Gencor and foe moribund 
Gdd Fields of South Africa, 

b already enjoying the 

benefits of the radical 
restructuring that has 
shaken up foe country’s 
gold industry after decades 
of complacency and low 
productivity. 

After South African rival 
Anglogold (which has also 
been completely reshaped), 
Gold Fields Is foe world’s 
second-biggest gold 
producer. By 1997, Its 
mines, like those of other 
high-cost South African 
producers, were faced with 
disappearing profit margins 
following a decline in real 
terms In the price of gold. 

“Clearly, the thing was 
going bust,” was foe 
characteristically brutal 
assessment of Tom Dale, 
managing director, when he 
commented recently on the 
fact that Gold Fields’ 
first-quarter operating costs 
this year - before capital 
expenditure - were $296 an 
ounce. 

Since then, costs have 
fallen dramatically, reflecting 
not just foe weakening of 
the rand against the dollar 



Standard Bank's Resource Banking 
Group offers a comprehensive service to the 
mining and metals processing industries 
focusing on precious and base metals in the 
emerging markets. 

Extensive trading, hedging, financing and 
advisory experience are utilised in providing 
integrated solutions to ad participants in the 
industry including producers, consumers, 
merchants and fund managers worldwide. 

• Project and Corporate Debt Structuring 
and Lending 


LONDOK: 

RobLaWi 
Standard Banh 
London Utwod 
TBt {W1T1J 815 4148 
fjx: W4t7118l5«fl4 


Debt Arrangement and Syndication 
Spot and Forward Metals Trading 
Options 

Leases and Swaps 

Structured Hedging and Tracing Pro g rammes 
Margin Trading 

Physical supplies aid unfixed a/c's 



but also a very rapid 
Improve m ent In performance 
because of the 
rationalisation programme 
introduced by the new 
management. 

By foe end of foe third 
quarter, operating costs 
were Just over $200 an 
ounce, and for the three 
"com” mines foe figure was 
below 5200. Headline 
earnings - net earnings 
excluding exceptional items 

- rose five-fold between the 
June and September 
quarters to R251.7m. 

South Africa's new 
generation of gold company 
managers can barely 
disguise their scorn for their 
old-fashioned predecessors. 
Not only were the previous 
bosses steeped in the rigid 
traditions of apartheid, they 
also treated mining as a 
technical operation for 
moving rock rather than as a 
business that needed to 
make money for 
shareholders. 

Ail that is changing fast 

- at Gold Fields, Angtogofd 
and the smaller operators in 
foe Industry. 

For Gold Reids, foe 
reforms fall into four main 
categories: sflmmlng down 
the head office, restructuring 
assets, Improving 
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Gold Fichte movers and shaken: Tom Date, managing director (left), and Chris Thompson, chairman 


operations, and pursuing 
International ambitions. 

Now that the individual 
mines are no longer part of 
complicated conglomerates 
with a wide spread of 
interests, the need for head 
office staff is greatly 
reduced. Mr Dale says the 
complement of 700 people 
inherited at the beginning of 
this year has been whittled 
down to 80. A head office 
that used to cost R250m a 
year now costs R50m. 

He also reckons that foe 
number of reporting levels 
from the lowest mineworker 
, to foe managing director has 
been cut from 15 to five. 

Central overheads have 
been cut too, from R300m 
to R180m, even though foe 
training budget has been 
Increased. 

As for assets, Gold Fields 
has decided - like 
Anglogold - to focus on 
mines with low costs and 
substantial reserves, while 
cflsposing of those that 
cannot make foe grade for 
the new company. The 
corrpany’s core mining 
operations are Kloof, Beatrix 
and Driefontein (which is to 
be held in a joint venture 
wRh Anglogold). 

"That's foe kind of asset 
base we want,” says. Mr 
Date. “We're not Interested 
in marginal mines." 

But it is underground In 
the mines themselves that 
the greatest changes have 
occurred. In six months, 

18,0 00 workers out of a total 
of 80,000 have been male 
redundant Those that 
remain, however, are bang 
trained in English and 
mathematics and given foe 
chance to become fully 
qualified miners with Wasting 
c ertifi c ate s, a privilege once 
jealously guarded by white 
miners. 

By foe end of 1998, Gold 
Fields will have turned out 
Its 1,000th qualified miner 
under its new training 
system. Instead of one white 
man trying to supervise 80 


illiterate and innumerate 
people over 100 metres of 
face underground, black 
miners are managing teams 
of a dozen over a quarter of 
the distance, something that 
Mr Dale believes win 
Improve the company's 
safety record. 

The frequency of blasting 

- a measure of productivity 

- has improved from a 
dismal eight times a month 
per face to as much as 24 
times a month. 

“We’ve got black miners 
wtio’ve been through our 
system who blast more than 


‘The risk of 
political 
interference is 
much higher in 
the US than it is 
in South Africa* 


20 times a month,” says Mr 
Dale. “We're taking our own 
people and we're equipping 
them to compete in a 
meritocracy in GFL. In three 
to five yeas, a lot of these 
people wfli be in the middle 
management structure.” 

While Mr Dale 
concentrates on turning 
around operations In South 
Africa, Chris Thompson, foe 
new chairman, intends to 
use his experience In north 
American mining finance to 
expand foe group's foreign 
operations and improve Its 
rating with international 
investors. 

Mr Thompson, who plans 
to develop a detailed 
international strategy by the 
end of February, Is 
considering a primary stock 
exchange listing In London 
or elsewhere to help foe 
company raise capital, foe 
path recertify taken by Anglo 
American, Anglogokt’s 
parent But he points to 


Gold Fields' lack of debt and 
substantial cash flow as 
another aid to expansion. 
'We're developing a war 
chest as a result," he says. 

In foe meatifme, he wiO 
attempt to persuade 
investors that it Is illogical to 
value north American gold 
mining companies fort® 
times as highly as their 
South African rivals, 
something that he says - 
comes from the investment 
community's “folklore myth" 
about political risk. 

The risk of political 
interference, whether from- 
environmental activists or. 
government is much higher 
in the US than it is in South ’ 
Africa, he says. 

At the height of foe 
Monica Lewinsky scandal, 

Mr Thompson compared the 
forthcoming handover of the 
South African presidency 
from Nelson Mandela to 
deputy president Thabo 
Mbeki with the possible - 
transfer of power from an 
impeachable president 
Clinton to Al Gore, his 
vice-president - something 
he said was "every mine*', 
worst nightmare” becaustrof 
Mr Gore's enthusiasm for 
environmental causes. 

Mr Thompson and Mr Dele 
want Gold Fields to be 
judged fairly against Its 
international rivals, although 
they acknowledge that this 
will probably mean a 
downgrading of north 
American gold mining 
companies as weH as an ' 
upgrading of South African 
ones. 

Like foe South African 
Industry as a whole, the 
mines that make up Gold 
Fields have been through a . 
rough patch. But nowadays, 
as the restructuring begins ~ ’ 
to make Itself felt, they are ^1 
looking more competitive ■ If 
than they have for decades. 
"This industry is getting 
Back onto its feet,” says Mr 
Dale. ... 

Victor Mallet 
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Driven by the goa / of sustai stable 
growth, Randgold Resources 
has been built into 
a ivorld-class, 
go Id -foe used 
witting asset 
exploration 
company. 
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